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IN THE UNITED STATES COURT OF APPEALS 
FOR THE DISTRICT OF COLUMBIA 

NORTH CENTRAL AIRLINES, INC., 
Petitioner 


No. 14233 


vs. 


CIVIL AERONAUTICS BOARD, 


Respondent. 


PREHEARING CONFERENCE STIPULATION 

Pursuant to Rule 38(k) of the Rules of this Court, the parties, 
subject to the approval of the Court, hereby stipulate and agree as 
follows with respect to the issues and the procedure and dates for the 
filing of the briefs and joint appendix to briefs herein: 

Issues 

Review is here sought of the Board's denial of petitioner's appli- 
cation for the acquisition of Lake Central Airlines. 
A. Petitioner's issues are: 

1. Whether the Board's findings disclose a rational basis for 
its disapproval of the acquisition; 

2. Whether the Board's disapproval constituted an unexplained 
and unlawful departure from any prior established norms relating to 
acquisition; 

3. Whether the Board's ultimate factual findings are supported 
by adequate and sufficient subsidiary findings; 

4. Whether the subsidiary findings which were made are in- 
adequate because of vagueness or contradiction; and 

5. Whether the Board's findings are supported by substantial 
evidence. 

For the purpose of supplementing these over-all issues and ad- 
vising respondent and intervenor of particular claimed deficiencies in 


thée*Board's action, petitioner has prepared a more detailed statement 


© 


~ 


Treks * ai ~. 
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of issues which is annexed hereto as an appendix. Petitioner reserves 
the right to abandon any of the subsidiary issues in the appendix, or to 
rephrase them, but will not urge any point not set forth therein. Re- 
spondent and the intervenor also reserves the right to rephrase such 
issues, and to take the position that any matter set forth was unneces- 
Sary or irrelevant to the Board's determination or that it may not be 
urged to the Court by petitioner. 


B. Respondent's and intervenor's issue is: 
Whether the petition for review was timely filed. 


II. 


Procedures with Respect to Printing of Joint 


Appendix and Briefs, and Use of Unprinted 
Portions of Record 


The joint appendix shall contain the materials required to be 
printed by the Rules of this Court, except the Petition for Review; the 
materials designated by the parties as hereinafter provided; and this 
Stipulation and the order of the Court approving the stipulation. 

All briefs will be served and filed in typewritten or printed 
form at the dates fixed hereafter with references to the pages of the 
certified record ("Tr."). Briefs not filed and served in printed form 
shall be printed and the printed copies served and filed without avoidable 
delay after service of the typewritten briefs. At the time each party 
serves its brief, it will also serve its designation of the portions of the 
certified record to be printed in the joint appendix. As soon as all 
designations have been made, the petitioners shall cause the joint 
appendix to be printed with the page numbers of the record as certified 
to this Court appearing at the place where each new record page begins 
on the printed page of the joint appendix, and running heads showing the 
record pages appearing thereon shall be printed at the outer top corner 
of each page of the printed joint appendix. The usual numerical desig- 


nation of the printed joint appendix will appear in the center of the top 


of the page. 
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It is further agreed that any party, in brief or at the hearing in 
the case, may refer to and rely upon any portion of the original trans- 
cript of record herein which has not been printed to the extent that such 
portion may be material to the stipulated issues, it being understood 
that any portions of the record thus referred to will be printed in a 
supplemental joint index if the Court directs the same to be printed. 

Ill, 
Further Procedures 

The joint appendix to briefs will be served and filed immediately 
after it is printed. The time for filing of briefs shall be as follows: 

1. The brief of petitioner will be served and filed on or before 
April 11, 1958. 

2. The briefs of respondent and intervenor will be served and 
filed on or before May 23, 1958. 

3. Any reply brief by petitioner will be filed within the time 
specified by the Rules of Court. 


A. L. Wheeler 
Attorney for Petitioner 


Franklin M. Stone 
Attorney for Respondent 


Albert F. Grisard 
February 11, 1958 Attorney for Intervenor 


APPENDIX 


ISSUES IN RE: North Central Airlines vs. 
Civil Aeronautics Board 


I. DO THE FOLLOWING ULTIMATE FINDINGS OF FACT, UPON 
WHICH THE BOARD HAS IN PART BASED ITS CONCLUSION THAT 
THE PROPOSED ACQUISITION IS INCONSISTENT WITH THE PUBLIC 
INTEREST SUPPORT THAT CONCLUSION: 


A. That the proposed acquisition would create a "sprawling" 
local service airline of "unprecedented size." 

B. That Lake Central Airlines has improved its economic 
condition. 
Ge That, there is little traffic between North Central and Lake 


%- 


a 





~ P 7 : 
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Central systems. 

D. That North Central was certificated to serve separate and 
distinct areas. 

E. That the strengthening of Lake Central can better be accom- 
plished through route extensions than through the proposed acquisition. 


Il. DO THE FOLLOWING BASIC FINDINGS OF FACT SUPPORT THE 
RESPECTIVE ULTIMATE FINDINGS OF FACT? 


A. Does the basic finding that there is virtually no traffic flow- 
ing on local service airlines north and south of the line between Chicago 
and Detroit support the ultimate finding that there is no integration be- 
tween the two areas? 

B. Does the basic finding that Lake Central has its greatest load 
factor on segments served by trunk lines support the ultimate finding that 
Lake Central can make substantial progress towards self sufficiency 
within a reasonable time? 

C. Does the basic finding that there are "hostile relations be- 
tween some of the parties concerned" toward North Central and its ac- 
quisition of Lake Central support the ultimate findings that the rendition 
of reliable and adequate service will be jeopardized for an indeterminate 
period if the acquisition is approved. 

D. Does the basic finding that the routes of North Central and 
Lake Central do not integrate support the ultimate finding that the areas 
served by the two airlines do not integrate. 


Il. DID THE CIVIL AERONAUTICS BOARD MAKE INSUFFICIENT 
FINDINGS OF FACT WHEN: 


A. The following of its findings are so vague as to be indis- 
cernible. 
1. Its concept of a sprawling local service system; 
2. Its finding that Lake Central can make substantial 


progress towards self sufficiency within a reasonable time. 


B. It failed to consider or make findings on the following material 
facts placed in issue by North Central: 
1. That the proposed acquisition would furnish the Lake 


Central cities with 44% more service; 
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2. That 12,848 more passengers would be convenienced per 
annum by the acquisition; 

3. That North Central's superior economic fitness affects the 
provision of service to Lake Central cities; 

4, That the employees of Lake Central found to be hostile to 
North Central had no power to or would otherwise create uncertainty 
and confusion if the acquisition was approved; 

>. That the North Central-Lake Central system would integrate 


from an operational standpoint. 


Cc. It made contradictory findings with respect to: 
1. Traffic integration; 
2. Area integration; 
3. Subsidy savings through acquisition; 
4. Improvement of route structure through mergers and route 
extensions. 
D. It failed to give reasons for its departure from prior re- 


ported norms affecting the approval of acquisitions. 

E. It failed to consider or make findings as to why the Hearing 
Examiner's findings with respect to hostility of certain Lake Central 
employees was in error. 


IV. CONSIDERING THE RECORD AS A WHOLE, WERE THE FOLLOW- 
ING FINDINGS OF FACT BY THE BOARD SUPPORTED BY SUBSTANTIAL 
EVIDENCE: So 


A. That the North Central and Lake Central areas do not and will 
not integrate. 

B. That the North Central and Lake Central route systems do 
not and will not integrate. 

C. That Lake Central and North Central were certificated to 
serve separate and distinct areas. 

D. That the strengthening of Lake Central through extensions 
rather than strengthening by acyuisition is the better method. 


E. That the acquisition will not provide substantial benefits to 


a large volume of inter-area travelers. 
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F, That by the acquisition, North Central will take on the 
characteristics of a trunk line. 

G. That the “inevitable consequence" of the acquisition would be 
"increased concentration by North Central on the lucrative traffic be- 
tween the larger cities and less service to smaller communities." 

H. That Lake Central has already shown marked improvement in 


its economic condition. 


[16] 


BEFORE THE 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D.C. 


March 18, 1953 
In the Matter of the Joint Application of 


HOWARD A. MOREY, FRANK N. BUTTOMER, 

GROVE WEBSTER, ARTHUR E. SCHWANDT, 

ARTHUR E.A. MUELLER, JOE DECOURSIN, 

FRANCIS M. HIGGINS, DON OLEN, HAROLD 

EMCH, HAROLD N. CARR, A. L. WHEELER and 

ROBERT B. STEWART ; 

NORTH CENTRAL AIRLINES, INC. ; DUCEEE 
LAKE CENTRAL AIRLINES, INC. 


for approval of interlocking relationships under 
Section 409 (a) of the Civil Aeronautics Act of 
1938, as amended. 


JOINT APPLICATION FOR APPROVAL 
OF INTERLOCKING RELATIONSHIPS 


cd * 
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HOWARD A. MOREY, FRANK N. BUTTOMER, GROVE WEBSTER, 
ARTHUR E. SCHWANDT, ARTHUR E.A. MUELLER, JOE DECOURSIN, 
FRANCIS M. HIGGINS, DON OLEN, HAROLD EMCH, HAROLD N. CARR, 
A. L. WHEELER and ROBERT B. STEWART, individual applicants, and 
NORTH CENTRAL AIRLINES, INC. (NOR) and LAKE CENTRAL AIR- 
LINES, INC. (Lake Central), corporate applicants, present their joint 


application for the approval of interlocking relationships under Section 





[19] 
409(a) of the Civil Aeronautics Act of 1938, as amended, and Part 251 
of the Economic Regulations, and in support thereof respectfully allege 


as follows: 


[18] 

1. Full name, place of residence and citizenship of each of the 
individual applicants herein are set forth in Columns 1 and 2 of Exhibit 
No. 1, attached hereto and made a part hereof. 

2. Name and address of the major business or professional 
activity of each of the individual applicants are set forth in Column 3 of 
Exhibit No. 1, attached hereto and made a part hereof. 

3. A complete description of the interlocking relationship for 
which approval is sought for each individual applicant is set forth in 
Column of Exhibit No. 1, attached hereto and made a part hereof. 

4. The date and manner of each of the individual applicants' 
appointment or election to the position or positions which he occupies 
or seeks to occupy are set forth in Exhibit No. 2, attached hereto and 
made a part hereof. 

9. Name or names of persons primarily responsible, directly 
or indirectly, for the appointment or election, if any, of each of the 
officers and directors are set forth in Exhibit No. 2, attached hereto 
and made a part hereof. 

6. Present or contemplated duties in connection with the inter- 
locking relationship for which approval is sought, together with the 
approximate amount of time devoted or expected to be devoted thereto 
is set forth for each of the officers and directors in Exhibit No. 3, 


attached hereto and made a part hereof. 


[19 ] 
7. No officer or director represents or will represent on the 
Board of Directors of NORTH CENTRAL AIRLINES, INC. or LAKE 
CENTRAL AIRLINES, INC. any person, or persons, except ROBERT B. 
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8 
STEWART and GROVE WEBSTER, who represent PURDUE RESEARCH 
FOUNDATION on NORTH CENTRAL'S Board of Directors in accordance 
with an equipment loan agreement, approval of which was granted by the 
Board in Order Serial #E-6869. The Board also approved in that order 
the above interlocking relationship of R.B. STEWART and GROVE 
WEBSTER as officers of PURDUE and directors of NORTH CENTRAL. 

8. Neither ROBERT B.STEWART nor GROVE WEBSTER, nor 
PURDUE RESEARCH FOUNDATION, PURDUE UNIVERSITY nor PURDUE 
AERONAUTICS CORPORATION hold any stock interest in NORTH 
CENTRAL AIRLINES, INC. or LAKE CENTRAL AIRLINES, INC. 

9. The name and address of each business of which the indi- 
vidual applicants is an officer, director, partner, trustee, receiver, 
manager, attorney, agent or controlling stockholder or employee, toget- 
her with the general character of each such business and the description 
of the individual applicants’ financial interest therein is set forth in 
Exhibit No. 4, attached hereto and made a part hereof. 


10. A complete description of any benefit and the amount there- 
of, and the basis for any money or thing of value (i) received by each 
individual applicant during the last year from each air carrier appli- 
cant and from any person with whom the individual applicant has or 


seeks to have an interlocking relationship, whether 


[20] 
for services, reimbursement of expenses or otherwise; and (ii) which 
each individual applicant contemplates receiving from any Such person 
during the continuance of the interlocking relationship is set forth in 
Exhibit No. 5, attached hereto and made a part hereof. 

11. The names and titles of all officers and directors of each 
air carrier applicant, and of each person with whom the individual 
applicants have or seem to have an interlocking relationship are set 


forth below: 
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NORTH CENTRAL AIRLINES, INC. 


° Officers Directors 
Howard A. Morey, President Arthur E. A. Mueller, Chairman 

> Frank N. Buttomer, Vice President of the Board 

- in Charge of Traffic & Sales Howard A. Morey 
i Grove Webster, Vice President Joe DeCoursin 
" Arthur E. Schwandt, Secretary- Francis M. Higgins 

Treasurer Don Olen 
; Harold Emch 
Harold N. Carr 
. A. L. Wheeler 


Robert B. Stewart 
LAKE CENTRAL AIRLINES, INC. 


ese ee os ie a a ee et tt 


‘ Officers Directors 
aba Robert B. Stewart, President Robert B. Stewart 

Lloyd W. Hartman, Executive Cecil A. Berry 

Vice President J. Dwight Peterson 

Robert W. Clifford, Vice President William H. Krieg 
* Operations 
* William H. Krieg, Secretary 

Voting Trustee - Harry V. Wade 
[21] 
12. The information contained in the most recent reports filed 

‘ by the individual applicants with the Board pursuant to Part 245 of the 


i. Economic Regulations is the same as of the date within thirty days of 
| the filing of the applications pursuant to the Regulation. 

13. The names (1) of the largest stockholders, who hold one 
percent (1%) or more of the voting capital stock of NORTH CENTRAL 
‘ AIRLINES, INC. and LAKE CENTRAL AIRLINES, INC. and (ii) of the 
largest stockholders, who hold one percent (1%) or more of the voting 
capital stock of any person with whom an interlocking relationship is 
sought by such application to be approved; together with the number of 
shares of each class of stock held by each of such stockholders, and the 
percentage which such shares bear to the total number of shares of the 


same class authorized and outstanding are set forth below: 
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STOCKHOLDERS - NORTH CENTRAL 


Name Shares % of Outstanding 


Mrs. Helen L. Mueller 57, 225-1/2 19. 08% 
Arthur E.A. Mueller 7.74% 
Brew, Emch, Jenkins Co. (Broker) 5.12% 
Samuel N. Pickard 3. 00% 
The Marshall Co. (Broker) 2.41% 
Loewi & CO. (Broker) 3, 494-1/2 1.16% 
Paine, Webber, Jackson 

& Curtis (Broker) 3, 265 1.09% 


STOCKHOLDERS - LAKE CENTRAL 


Roscoe P. Weesner 68, 250 82. 19% 
William W. Weesner 11, 804 14. 21% 
Nationwide Air Transport, Inc. 900 1.08% 


This represents 80, 954 out of a total of 83, 039 shares. 


[22] 

14. No shares of stock or other interest is held by either air 
carrier applicant or for its account in persons other than itself. 

15. NORTH CENTRAL AIRLINES, INC. will control LAKE 
CENTRAL AIRLINES, INC. if its application under Section 408, Docket 
No. 5770 is approved and will operate LAKE CENTRAL as a subsidiary 
company. None of the individual applicants occupy or seek to occupy any 
interlocking relationship falling within the purview of Section 409(a) of 
the Civil Aeronautics Act of 1938, as amended, other than those within 
the same system of affiliation and subsidiary companies. 

The individual applicants herein request authority to hold any 
offices within the same system of affiliated companies without further 
application to the Civil Aeronautics Board. 

The applicants know of no further facts which they need to dis- 
close in order to show that the public interest will not be adversely 
affected by the approval of the Board of the aforesaid interlocking re- 
lationships. 

WHEREFORE, the individual applicants and air carrier appli- 


cants request approval of the above-described interlocking relationships 


and for such other further and different relief as 








[24] 


11 
[23] 
the Board considers justified in the premises. 
Respectfully submitted, 


WHEELER & SCOUTT 
911 Sheraton Building 
Washington 5, D. C. 


Counsel for NORTH CENTRAL AIRLINES, 
INC. and Individual Applicants. 


ALBERT F. GRISARD 
412 Metropolitan Bank Building 
Washington 5, D. C. 


Counsel for LAKE CENTRAL AIRLINES, 


INC. 
March 18, 1953 
[24] 
VERITIFICATION OF A. L. WHEELER 
* * * * 
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" [36] 
April 23, 1953 


* x * * 
[37] 
AMENDMENT NO. 1 
TO 


JOINT APPLICATION FOR APPROVAL 
OF INTERLOCKING RELATIONSHIPS 
On March 18, 1953, the above-named individual applicants and 
air carrier applicants sought approval of certain interlocking relation- 
ships pursuant to Section 409(a) of the Civil Aeronautics Act of 1938, 
as amended, and Part 251 of the Economic Regulations of the Civil 
Aeronautics Board. Since the date of filing that Joint Application cer- 
tain changes in the organization of both air carrier applicants have taken 
place, necessitating this Amendment. 
1. Ata meeting of the stockholders of NORTH CENTRAL AIR- 
LINES, INC. held on March 31, 1953 in Wausau, Wisconsin, Mr. Grove 
Webster and Mr. Werner L. Christensen were elected to the Board of 


[38 ] 
Directors of NORTH CENTRAL AIRLINES, INC. as replacements for 
Messrs. Francis M. Higgins and Donald B. Olen. 

2. Detailed information with respect to Mr. Grove Webster was 
submitted in the original Joint Application dated March 13, 1953, and 
need not be repeated here. The following information is set forth with 
respect to Mr. Werner L. Christensen: 

A. Full name: Werner L. Christensen. 


B. Place of TEsIGeDEe: 1929 Roosevelt Street, 
Wausau, Wisconsin 


C. Citizenship: United States 


D. Principal business interests: 


1) Controller for Arthur E. A. Mueller interests, 
Mueller Building 
First and Scott Streets 
Wausau, Wisconsin 
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2) Secretary-Treasurer and Director 
North Central Realty Company 
Wausau, Wisconsin; a corporation engaged in renting 
and leasing property, in which Mr. Christensen has 
no financial interest. 


3) Secretary and Director of Midwestern Foundries, 
Inc., Garrett, Indiana; a corporation engaged in the 
gray iron castings business, in which Mr. 
Christensen has no financial interest. 


4) Secretary-Treasurer and Director of Sterling 
Casting Corporation, Bluffton, Indiana; a corporation 
engaged in the gray iron castings business, in which 
Mr. Christensen has no financial interest. 


2) Secretary-Treasurer and Director of Love Brothers, 
Inc., Aurora, Illinois; a corporation engaged in the 
gray iron castings and machining business,in which 
Mr. Christensen has no financial interest. 


[39] 


6) Secretary-Assistant Treasurer and Director of 
Three Rivers Casting Corporation, Three Rivers, 
Michigan; a corporation engaged in the gray iron 
castings business, in which Mr. Christensen has 
no financial interest. 


7) Vice President and Director of Harding-Pophal 
Agency, Wausau, Wisconsin; a corporation engaged 
in the general insurance business, in which Mr. 
Christensen has no financial interest. 


Description of interlocking relationships for which 
approval is sought: 


Director of NORTH CENTRAL AIRLINES, INC. and 
Director of LAKE CENTRAL AIRLINES, INC. 


Date of appointment to Board of Directors: March 31, 1953. 
Method of Selection: Majority of Stockholders. 

Group responsible for selection: Majority of Stockholders. 
Amount of time expected to be devoted: One day per month. 
Contemplated duties for which approval is sought: 


Formation of company policy and attendance at Directors' 
Meetings. 








[41] 
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K. Financial interest in NORTH CENTRAL AIRLINES, INC.: 
150 shares. 
L. Compensation contemplated: 


Same paid other Directors for attendance at meetings (See 
Exhibit No. 5, original application) 


[40] 
3. The following changes have been made in the officers of LAKE 
CENTRAL AIRLINES, INC. from that set forth in Item No. 11 in the 
original application: 


Lloyd W. Hartman is now Vice President instead of 
Executive Vice President 


D. S. Getchell is now Vice President in Charge of 
Traffic and Sales 


4. The Power of Attorney authorizing the filing of this Appli- 
cation on behalf of the air carrier and individual applicants is. attached. 
WHEREFORE, the individual applicants and air carrier appli- 
cants request approval of the interlocking relationships described in 
this and the original application and they seek such other, further and 
different relief as the Board may consider justified. 
Respectfully submitted, 
WHEELER & SCOUTT 


911 Sheraton Building 
Washington 5, D. C. 


Counsel for NORTH CENTRAL AIRLINES, 
INC. and Individual Applicants 


April 23, 1953 


[41] 
VERIFICATION OF JERROLD SCOUTT, JR. 


POWER OF ATTORNEY 
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[42] 


June 10, 1955 ‘ 
* * * * 
[43 ] . 
AMENDMENT NO. 2 
TO 4 


JOINT APPLICATION FOR APPROVAL 
“OF INTERLOCKING RELATIONSHIPS | 


On March 18,1953, the above-named individual applicants and 
air carrier applicants sought approval of certain interlocking relation- 
ships pursuant to Section 409(a) of the Civil Aeronautics Act of 1938, 
as amended, and Part 251 of the Economic Regulations of the Civil , 
Aeronautics Board. Since the date of filing that Joint Application anda 
subsequent Amendment No. 1, dated April 23, 1953, certain additional 
changes in the organization of NORTH CENTRAL AIRLINES, INC. have 
taken place, necessitating this further Amendment. 

1. An amended Exhibit No. 1, setting forth the full name, place 
of residence, citizenship, name and address of major business or pro- 
fessional activity, and a description of 


[44] 
the interlocking relationship for which approval is sought is attached 
hereto and made a part hereof. 

2. The date and manner of each of the individual applicant's 
appointment or election to the position or positions which he occupies 
or seeks to occupy and the name or names of persons primarily respon- 
sible for the appointment or election of each of the officers and direc- 
tors are set forth in Amended Exhibit No. 2, attached hereto and made 
a part hereof. 

3. Present or contemplated duties in connection with the inter- 
locking relationship for which approval is sought, together with the 
approximate amount of time devoted or expected to be devoted thereto 
are set forth for each of the officers and directors in Amended Exhibit 


No. 3, attached hereto and made a part hereof. 
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4. The name and address of each business of which the indi- 
vidual applicant is an officer, director, partner, trustee, receiver, 
manager, attorney, agent or controlling stockholder or employee, 
together with the general character of each such business and descrip- 
tion of the individual applicant's financial interest therein is set forth 
in Amended Exhibit No. 4, attached hereto and made a part hereof. 

9. A complete description of any benefit and the amount thereof, 
and the basis for any money or thing of value (i) received by each indi- 
vidual applicant during the last year from NORTH CENTRAL AIRLINES, 
INC. and from any person with whom the individual applicant has or 


seeks to have an interlocking 


[45] 

relationship, whether for services, reimbursement of expenses or 
otherwise; and (ii) which each individual applicant contemplates receiv- 
ing from any such person during the continuance of the interlocking 
relationship is set forth in Amended Exhibit No. 5, attached hereto and 
made a part hereof. 

6. The names and titles of all present officers and directors of 
NORTH CENTRAL AIRLINES, INC. are set forth below: 


A. E.A. Mueller, Chairman of the Board of Directors 
Harold N. Carr, President and Director 

W. L. Christensen, Director 

G. F. DeCoursin, Director 

Robert Grover, Director 

A. L. Wheeler, Director 

K. B. Willett, Director 

F. N. Buttomer, Vice President - Traffic and Sales 
A. E. Schwandt, Vice President - Industrial Relations 
R. H. Bendio, Vice President - Maintenance and Engineering 
A. D. Niemeyer, Vice President - Operations 
Bernard Sweet, Secretary and Treasurer 


7. The information contained in the most recent reports filed 
by the individual applicants with the Board pursuant to Part 245 of the 
Economic Regulations is the same as of the date within thirty days of 


the filing of the applicants pursuant to the Regulation. 
R ®. 
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8. The names (1) of the twenty largest stockholders, who hold 
zero percent (0%) or more of the voting capital stock of NORTH CEN- 
TRAL AIRLINES, INC. as of March 18, 1955 and (ii) of the largest - 
stockholders, who hold zero percent (0%) or more of the voting capital 
stock of any person with whom an interlocking relationship is sought 
by such application to be approved; together with the percentage which 
such shares bear to the total number of shares of the same class 


authorized and 


[46] » 


outstanding are set forth below: 


Percent of 

Name Total Outstanding 
Mrs. Helen L. Mueller 23.5% . 
Mr. Arthur E. A. Mueller 15.9% 

Mr. Samuel N. Pickard 2.6% 

Dr. Robert L. Cowles 1. 3% 
Merrill, Lynch, Pierce, Fenner & Beane 1.1% 
Mr. Nathan E. Burstein 7% 
Bache & Co. 7 . 6% 

Mr. Scott W. Erickson . 5% 
Loewi & Co. . 5% 
Paine, Webber, Jackson & Curtis - 5% 

Mr. Emil C. Gehrke . 5% 
Mr. Richard G. Fried . 5% 

Mr. John H. Fennema - 5% 

Mr. Chester W. Jewell - 4% 

Mr. Otto H. Kraft 4% 
Mr. William A. Fuller . 4% 

Mr. Jack G. Butwin 4% 
Mr. George W. Gaw & Mrs. Doris E. Gaw . 3% 
Mrs. Carrie Bettis . 3% 

Mr. Fred M. Bettis . 3% 


9. No shares of stock or other interest are held by NORTH 
CENTRAL AIRLINES, INC. or for its account in persons other than 
itself. 

WHEREFORE, the individual applicants and air carrier appli- 
cants request approval of the interlocking relationships described in 


this and the original application and they seek such other, further and 
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different relief as the Board may consider justified. 
Respectfully submitted, 


[47] 


/s/ A. L. Wheeler 
911 Sheraton Building 
Washington 5, D. C. 


Counsel for NORTH CENTRAL 
AIRLINES, INC. and Individual 
Applicants 


VERIFICATION OF A. L. WHEELER 


* 


* 
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[59] 
March 25, 1953 


[60] 


APPLICATION OF NORTH CENTRAL AIRLINES, 
INC. FOR AN AMENDMENT TO ITS TEMPORARY 
CERTIFICATE OF PUBLIC CONVENIENCE AND 
NECESSITY 


TO THE HONORABLE CIVIL AERONAUTICS BOARD: 


L. 
APPLICANT 
The name of the applicant is NORTH CENTRAL AIRLINES, INC., 
a corporation organized and existing under the laws of the State of 
Wisconsin, and maintaining its principal offices in Minneapolis, 
Minnesota. 
II. 
CITIZENSHIP OF APPLICANT 
The applicant is a citizen of the United States within the meaning 
of Section I (13) of the Civil Aeronautics Act of 1938, as amended. Its 
president and each of its Directors and all of its 


(61] 
Q@ficers are citizens of the United States; and more than seventy-five 
(75%) percent of the voting interest is owned or controlled by persons 
who are citizens of the United States. 
Il. 
STATUS OF APPLICANT 
The applicant is engaged in the scheduled air transportation of 
persons, property and mail over Route No. 86. 
IV. 
AUTHORITY SOUGHT 
The applicant requests an amendment of its Route No. 86 au- 


thorizing it to engage in the scheduled air transportation of persons, 


property and mail for either a temporary or permanent period with 
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respect to the following additional Route Segments: 


(1) 


(2) 


(3) 


(4) 


(5) 


(6) 


A map drawn approximately to scale will be supplied at the hear- 
ing in connection with this application and will show the cities to which 


authority is requested, together with the approximate mileage between 


these cities. 


The applicant proposes to render service with twin-engine DC-3 


aircraft and/or such other type of aircraft as may be required from time 






Between the terminal point Grand Rapids, Mich., 
the intermediate point Kalamazoo, Mich., South 
Bend, and Kokomo-Logansport-Peru, Ind. (to be 
served through the Bunker Hill Airport) and the 
terminal point Indianapolis, Ind. ; 


Between the terminal point Chicago, Ill., the 
intermediate points Gary, and LaFayette, Ind., 
and the terminal point Indianapolis, Ind. ; 


Between the terminal point Chicago, Ill., the 
intermediate points Gary, Kokomo-Logansport- 
Peru (to be served through the Bunker Hill Air- 
port), Marion and Richmond, Ind., and the 
terminal point Cincinnati, Ohio; 


Between the terminal point Indianapolis, Ind., 
the intermediate points Richmond, Ind., Dayton, 
Springfield, Columbus, Marion and Mansfield, 
Ohio and the terminal point Cleveland, Ohio; 
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Between the terminal point Columbus, Ohio, the 
intermediate points Zanesville and Dover-New 
Philadelphia, Ohio, and (a) beyond Dover-New 
Philadelphia, the terminal point Pittsburgh, Pa., 
and (b) beyond Dover-New Philadelphia, the ter- 
minal point Youngstown, Ohio; 


Between the terminal point Marion, Ind., the 
intermediate points Marion, and Mansfield, Ohio, 
and the terminal point Dover-New Philadelphia, 
Ohio. 


V. 
MAP OF ROUTES 


VI. 
EQUIPMENT 


Yoon 
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to time by the public convenience and necessity. The applicant, at the 
present time, owns aircraft suitable for the operation herein proposed. 
Vil. 
REQUEST FOR CONSOLIDATION 
NORTH CENTRAL AIRLINES, INC. respectfully requests that 
the application herein submitted be consolidated in Lake Central Air- 
line Acquisition Case, Docket No. 5770. 


[63] 
WHEREFORE, the applicant requests that the Board issue an 
Order giving the applicant a temporary or permanent certificate of 
public convenience and necessity authorizing air transportation of 
persons, property and mail in scheduled operations over the routes 
and between the points described more particularly above. The appli- 
cant further requests that this application be consolidated with Docket 
No. 5770 and that it be granted such other, further, and different re- 
lief as to the Board may seem appropriate. 
Respectfully submitted, 
NORTH CENTRAL AIRLINES, INC. 


By WHEELER & SCOUTT 
911 Sheraton Building 
Washington 5, D. C. 


March 25, 1953 Counsel for Applicant 


[64] 
CERTIFICATE OF SERVICE 


[97] 
September 30, 1952 
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REQUEST FOR APPROVAL OF THE ACQUISITION 

OF CONTROL OF LAKE CENTRAL AIRLINES, INC. 
- BY WISCONSIN CENTRAL AIRLINES, INC. UNDER 

SECTION 408 OF THE-CIVIL AERONAUTICS ACT 


4% 
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TO THE HONORABLE CIVIL AERONAUTICS BOARD: 
The applicant respectfully submits to the Board as follows: ° 
1. WISCONSIN CENTRAL AIRLINES, INC., (Buyer) a Wisconsin 
corporation, is an air carrier under the Civil Aeronautics Act of 1938, 
as amended, holding a certificate of public convenience and necessity 
for the transportation of persons, property and mail for Route No. 86. 
2. LAKE CENTRAL AIRLINES, INC., (Lake Central), a Dela- 
ware corporation, is an air carrier under the Civil Aeronautics Act of 


1938, as amended, holding a certificate of public convenience v 


[99] 

and necessity for the transportation of persons, property and mail for 
Route No. 88. This certificate has expired and pending the decision in 
the Lake Central Renewal Case, Docket No. 4034, LAKE CENTRAL is 
operating under Section 9(b) of the Administrative Procedure Act. 

3. FRONTIER AIRMOTIVE, iINC., NATIONWIDE AIRLINES, INC., 
JOHN V. WEESNER and W. W. WEESNER (Seller) are the owners of 
60,000 shares, 18,000 shares, 2000 shares and 54 shares, respectively, 
a total of 80, 054 shares of the 83, 039 shares of stock outstanding of 
LAKE CENTRAL AIRLINES, INC. WISCONSIN CENTRAL AIRLINES, 
INC. (Buyer) and Seller have entered into an agreement for the sale of 
the aforesaid 80, 054 shares of stock held by Seller. A true and complete 
copy of this agreement and letter of amendment are attached hereto as 
Exhibits "A" and "B", respectively, and made a part hereof. 

4. The approval of the acquisition of the aforementioned shares 
of stock of LAKE CENTRAL AIRLINES, INC. by WISCONSIN CENTRAL 
will enable WISCONSIN CENTRAL to operate a more economical system 
and better serve the public. The size of the combined systems will rank 
third or fourth among the feeder airline systems in the United States de- 
pending upon the index chosen. Likewise, the combined systems of 
WISCONSIN CENTRAL and LAKE CENTRAL will rank third or fourth 


with respect to mail pay received from the Government. 


4 
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Comparison of Route Mileage Presently Certificated of Selected Carriers 


With Wisconsin Central Airlines-Lake Central Airlines Combined System 


Carrier Mileage Presently Certificated 


Frontier 4,811 
All American 3, 604 
Wisconsin Central 2,555 

Lake Central 658 3¢213* 


Ozark 2, 406 


* Total mileage presently flown of Wisconsin Central and Lake Central 
combined. 
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Comparison of Airplane Miles Flown of Selected Carriers With 
Wisconsin Central Airlines-Lake Central Airlines Combined System 


Carrier Airplane Miles Flown 1st and 2nd 
Quarters of 1952 


Piedmont 2, 288,195 
Frontier 2, 290, 428 
Pioneer 1, 989, 025 


Wisconsin Central 1,129, 052 
Lake Central 600, 609 1, 729, 661* 


All American 1, 529, 320 


* Total Airplane miles flown during the lst and 2nd Quarters of 
1952 by Wisconsin Central and Lake Central. 


Comparison of Mail Revenue Received of Selected Carriers With 


Wisconsin Central Airlines-Lake Central Airlines Combined System 
Mail Revenue Received 1st Quarter 
Carrier (1952) 


Frontier $744, 833 
Ozark 493,455 
All American 449, 051 


Wisconsin Central 265, 966 
Lake Central 153, 585 419, 551* 


Trans-Texas 422, 749 
* Wisconsin Central and Lake Central combined. 





OOOO EDD 
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4. The applicant hereby requests approval by the Board under 
Section 408 of the Civil Aeronautics Act of 1938, as amended, of the «) 


said agreement and amendment and for the acquisition of control of 
LAKE CENTRAL AIRLINES, INC. by WISCONSIN CENTRAL AIRLINES, 
INC. as provided for by said agreement and amendment. 

WHEREFORE, the applicant prays that the Board enter an order 
under Section 408 of the Civil Aeronautics Act of 1938, as amended, 
approving the agreement, amendment and acquisition of control by 
WISCONSIN CENTRAL AIRLINES, INC. of LAKE CENTRAL AIRLINES, ’ 
INC. and that the Board grant the applicant such other, further and 
different relief as it may deem proper. 

Respectfully submitted, 
WISCONSIN CENTRAL AIRLINES, INC. 
By: WHEELER & SCOUTT 


911 Sheraton Building 
Washington 5, D. C. 


September 30, 1952 Counsel 


[102] 
CONTRACT EXHIBIT "A" 

This Contract made and entered into on this 17th day of Septem- 
ber, 1952 at the City of Washington, D.C., by and between WISCONSIN 
CENTRAL AIRLINES, INC., a corporation of Wisconsin, (hereinafter 
called Buyer"), and FRONTIER AIRMOTIVE,INC., a corporation of rn 
Delaware, NATIONWIDE AIRLINES, INC., a corporation of Delaware, 
JOHN V. WEESNER and W. W. WEESNER, the latter two individuals 
being residents of Marion County, Indiana, (all of whom are hereinafter 
called "Sellers") 

WITNESSETH THAT: 

WHEREAS, Buyer desires to purchase all shares of stock of 
LAKE CENTRAL AIRLINES, INC., a corporation of Delaware which has 
outstanding 83, 039 shares of Common Stock of no par value of which 


_ Frontier Airmotive,Inc., owns 60,000 shares, Nationwide Airlines, Inc. 





= Zn . = e 
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owns 18,000 shares, and John V. Weesner owns 2, 000 shares and W. W. 
Weesner owns 54 shares and the balance of said shares are owned by 
several individuals; and 

WHEREAS, Sellers desire to dispose of all their interest in Lake 
Central Airlines, Inc. 

NOW THEREFORE, in consideration of the mutual promises 
herein made by each party, for the benefit of the others and of the acts 
done hereunder by each party, it is agreed as follows: 

1. The Sellers agree to sell and the Buyer agrees to purchase 
all shares of Common Stock of Lake Central Airlines, Inc. owned by Sel- 
lers which amounts are specified above. Said purchase and sale shall 
be upon the terms and conditions and for the price hereinafter provided. 

2. The purchase price shall be an amount of money equivalent to 
the net book value of Lake Central Airlines, Inc. as of December 31, 1952, 
plus $10, 000 as adjusted by mail rate decision covering permanent settle- 
ment of all of said Company's mail rate claims through December 31, 
1952. As used herein, the term "net book value" means excess of book 
assets over book liabilities. 

3. Buyer promises to pay the purchase price for said stock in 


full and in cash to the Sellers in the amount per share to be 


[103 ] 
determined as provided in Paragraph 2 of this Contract within 30 days 
after Lake Central Airlines,Inc., or its successor, settles its claim 
with the United States Government in the permanent mail rate deter- 
mination case covering the settlement of all of said Company's mail 
rate claims through December 31, 1952. 

4. The net book value of Lake Central Airlines, Inc. shall be 
determined by an audit to be made and certified by the firm of Ernst & 
Ernst, certified public accountants, as of December 31,1952. The 
Parties agree that said audit shall be prepared by Ernst & Ernst in 


accordance with the Civil Aeronautics Board uniform system of accounts. 
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Inventory shall be priced at cost or market, whichever is lower. The 
Sellers, and each of them, hereby warrant and guarantee that said 
certified audit shall reflect the true condition of the financial affairs 
of Lake Central Airlines, Inc., as of December 31,1952. If the net 
book value of Lake Central Airlines, Inc. as of December 31, 1952,as 
adjusted by the decision in the permanent mail rate case and losses from 
book including losses arising out of a crash of a Beechcraft Bonanza 
airplane on August 21, 1952, plus $10, 000. 00 is less than the net book 
value of Lake Central Airlines, Inc. as of December 31, 1952 as not ad- 
justed, Sellers agree to pay to Buyer an amount of money equivalent to 
the difference. 

o. Prior to September 30,1952, Sellers promise to cause all 
outstanding shares of stock of Lake Central Airlines, Inc., which are 
no par value common stock, to be exchanged on a share for share basis 
for shares of common stock of Lake Central Airlines, Inc. of the par 
value of $1.00 per share. 

6. Nationwide Airlines, Inc., Frontier Airmotive, Inc., and 
their respective shareholders promise Buyer that until such time as the 
fact of no liability on the warranties and indemnification agreements 
provided for in Paragraph 4 of this contract has been established or a 
liability has been established and paid that they and each of them will 
not do any of the following: 
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(a) Cease or terminate their corporate existences; or 
(b) Make any distribution of their assets to their share- 
holders either in complete or partial liquidation or by way of any 


ordinary dividend; or 

(c) Pay any Salaries, fees, commissions or other remunera- 
tions which are unreasonable; or 

(d) Sell, lease or otherwise dispose of any of their assets 
for less than a reasonable and fair price. 





[105] 


49 

7. The Parties agree that immediately upon the execution of 
this Contract, they will cooperate in the preparation and filing with 
the Civil Aeronautics Board of applications for the approval by that 
Board of the acquisitions of the stock ownership of Lake Central Air- 
lines, Inc., by Buyer under Section 408 of the Civil Aeronautics Act of 
1938, as amended; for the approval of the interlocking relationship of 
the officers and directors of Lake Central Airlines, Inc., and Buyer; 
for the approval of this Contract under Section 412 of said Act; and for 
such other approvals and exemptions as may be necessary to effecutate 
the purposes of this Contract. 

8. Upon within five days after the procurement from the Civil 
Aeronautics Board of all of the approvals specified in Paragraph No. 7 
of this Contract, the following shall occur: 

(a) Sellers will transfer to Buyer all of their shares of 

stock in Lake Central Airlines, Inc. identified above; and 

(b) All officers and directors of Lake Central Airlines, 

Inc. will tender their resignations; and 

(c) Upon the effective date of the resignations provided 

for in sub-paragraph (b) of this Paragraph No. 8 of this 

Contract the salaries and other compensations of said 

officers and directors shall terminate. It is agreed that 

the present employment contract of Roscoe Turner by Lake 

Central Airlines, Inc. shall not be affected. 


[105] 
(d) Buyer and the officers and directors who will be 
elected and installed in Lake Central Airlines, Inc., will 
use reasonable diligence and care to prosecute to final 
conclusion the permanent mail rate case covering the settle- 
ment of all of Lake Central Airlines, Inc.'s mail rate claims 
through December 31, 1952; and 
(e) Buyer will purchase or cause Lake Central Airlines, 


- 


Ch e 
% / PS 
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Inc., to pay, at par or the full principal amount, as the 

case may be, a note now owing by Lake Central Airlines, 

Inc., to Nationwide Airlines, Inc., in the principal amount 

of $55, 000. 00 and a note now owing by Lake Central Airlines, 

Inc. to Frontier Airmotive, Inc. in the principal amount of 

$60, 000.00. Whether said notes are purchased or paid 

Lake Central Airlines, Inc. shall remain liable for the in- 

terest accrued on said notes to the date of purchase or 

payment, as the case may be, and shall pay said interest 

in the normal course of its business. 

9. Nationwide Airlines, Inc. will transfer and assign to 
Wisconsin Central Airlines, Inc., or to its nominee all of its interests 
and rights in the Michigan-Wisconsin Service Case No. 2832 now pend- 
ing before the Civil Aeronautics Board, also its application now pending 
before the Civil Aeronautics Board to operate helicopters in and near 
Detroit, Michigan and also all other intra-state rights to operate air- 
craft. 


10. This Contract may be assigned by Buyer to any of Buyer's 
officers and directors or to any corporation controlled by Buyer's offi- 
cers and directors or to Purdue Research Foundation. No assignment 
to any person, firm or corporation other than those identified in the pre- 
ceding sentence shall be made. 


11. Sellers promise to use reasonable diligence and to make a 
reasonable effort to induce all shareholders of Lake Central Airlines, 
Inc. to enter into this contract or into a separate contract with Buyer 
identical to this contract. 


[106] 
12. In the interim between the execution of this Contract and the 
transfer of stock by Seller to Buyer herein provided for, Seller shall 
cause Lake Central Airlines, Inc. to carry public liability, property 


damage, passenger liability and hull insurance in amounts not less than 
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that carried by Buyer on comparable equipment. 

13. Promptly after Sellers transfer to Buyer the shares of stock 
as herein contracted, Buyer will cause Lake Central Airlines, Inc. to 
employ J. V. Weesner for a period of twelve consecutive months at a 
salary of $625.00 per month as a consultant to coordinate and integrate 
the activities of Buyer and Lake Central Airlines, Inc., and to perform 
other special functions. 

14. The Parties agree that the rights of all employees, both 
Union and non-Union, of Lake Central Airlines, Inc., shall be preserved 
and protected in such manner as shall be approved by the Civil Aeronautics 
Board. 

15. If all of the approvals specified in Paragraph No.7 of this 
Contract cannot be procured from the Civil Aeronautics Board, then this 
Contract shall be void and no force or effect whatsoever and all parties 
shall be relieved herefrom. 

16. This Contract is subject to the approval of the respective 
Boards of Directors and shareholders of all corporate parties. 

17. Buyer shall pay Sellers interest at the rate of 5% per annum 
on the purchase price for the shares of stock computed from the day 
Seller transfers the stock certificates to Buyer to date of payment. 

18. Paragraph No. 3 of this Contract is subject to the limitation 
that a reasonable and fair amount of the purchase price of the shares of 
stock herein contracted for may be retained as security by Buyer to pro- 
tect it in case of a reduction in said purchase price brought about by a 
liability imposed on Lake Central Airlines, Inc. over and above insurance 
protection by reason of the crash of the Beechcraft Bonanza on August 
21, 1952. 


[107] 
19. Nothing in this Agreement shall prevent Wisconsin Central 


Airlines from applying for all or any part of the routes covered in the 


Lake Central Airlines Renewal Case, Docket No. 4034, in the event that 


. a 
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Paragraph 4, line 6 - Between the words "Inventory" and 
"Shall" there should be inserted the following: "of spare 
parts, tools and supplies but exclusive of aircraft and 
originally installed units thereon". The sentence should 
now begin to read as follows: "Inventories of spare parts, 
tools and supplies but exclusive of aircraft and originally 
installed units thereon shall be priced...". 
Paragraph 6, line 1 - This line should read as follows: 
"Nationwide Airlines, Inc., Lake Central Airlines, Inc., 
Frontier Airmotive, Inc. and...". 
Paragraph 9, line 2 - Insert between the words "nominee" 
and "all" the following: ‘upon the approval by the Civil 
Aeronautics Board, Board of Directors and stockholders 
of the corporate contracting parties..''. Line 2 should 
now read as follows: "Wisconsin Central Airlines, Inc. 
or its nominee, upon the approval by the Civil Aeronautics 
Board, Board of Directors and stockholders of the corporate 
contracting parties, all of its...". 
If the above insertions correctly represent the clarifications and/or 
amendment to our September 17,1952, agreement to which we agreed on 
the telephone September 16th, please sign this letter and return two 
copies for our files. 
Very truly yours, 


FRONTIER AIRMOTIVE, INC. 
NATIONWIDE AIRLINES, INC. 
John V. Weesner 

William W. Weesner 


ACCEPTED: By: /s/ John V. Weesner 
Wisconsin Central Airlines, Inc. 

By: /s/ A. L. Wheeler 

September 25, 1952 
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[109] 
AMENDMENT NO. 1 


REQUEST FOR APPROVAL OF THE ACQUISITION OF 
CONTROL OF LAKE CENTRAL AIRLINES, INC. BY 
WISCONSIN CENTRAL AIRLINES, INC. UNDER SECTION 


403 OF THE CIVIL AERONAUT ics ACT 


TO THE HONORABLE CIVIL AERONAUTICS BOARD: 

WISCONSIN CENTRAL AIRLINES, INC. amends its application 
for approval of its acquisition of control of LAKE CENTRAL AIRLINES, 
INC. under Section 408 of the Civil Aeronautics Act of 1938, as amended, 
by substituting the attached contract between FRONTIER AIRMOTIVE, 
NATIONWIDE AIRLINES, INC., JOHN V. WEESNER and W. W. 
WEESNER and WISCONSIN CENTRAL AIRLINES, INC. 

The appended contract is the complete agreement between the 
parties and should be considered in lieu of the former agreement. 

WHEREFORE, WISCONSIN CENTRAL AIRLINES, INC. requests 
approval of its amended application under Section 408 of the Civil 
Aeronautics Act of 1938, as amended, and such other, further and 
different relief as the premises justify. 

Respectfully submitted, 
WISCONSIN CENTRAL AIRLINES, INC. 


By: /s/ Wheeler & Scoutt 
911 Sheraton Building 
Washington 5, D. C. 


November 1, 1952 Counsel 


[110] 
CON TRACT 

This contract made and entered into on this 17th day of October, 
1952 at the City of Washington, D.C. by and between WISCONSIN CENTRAL 
AIRLINES, INC., a corporation of Wisconsin, (hereinafter called 'Buyer") 
and FRONTIER AIRMOTIVE, INC., a corporation of Delaware, NATION- 
WIDE AIRLINES, INC., a corporation of Delaware, JOHN V. WEESNER 
and W. W. WEESNER, the latter two individuals being residents of 
Marion County, Indiana, (all of whom are hereinafter called '"'Sellers"). 


y? 
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WITNESSETH THAT: 

WHEREAS, Buyer desires to purchase all shares of stock of LAKE 
CENTRAL AIRLINES, INC., a corporation of Delaware which has out- 
standing 83, 039 shares of Common Stock of no par value of which Frontier 
Airmotive, Inc., owns 60,000 shares, Nationwide Airlines, Inc. owns 
18,000 shares, and John V. Weesner owns 2,000 shares and W. W. 
Weesner owns 54 shares and the balance of said shares are owned by 
several individuals; and 

WHEREAS, Sellers desire to dispose of all their interest in Lake 
Central Airlines, Inc. 

NOW THEREFORE, in consideration of the mutual promises 
herein made by each party, for the benefit of the others and of the acts 
done hereunder by each party, it is agreed as follows: 

1. The Sellers agree to sell and the Buyer agrees to purchase 
all shares of Common Stock of Lake Central Airlines, Inc. owned by 
Sellers which amounts are specified above. Said purchase and sale shall 
be upon the terms and conditions and for the price hereinafter provided. 

2. The purchase price shall be an amount of money equivalent 
to the net book value of Lake Central Airlines, Inc. as of the cut off date 
of and including the award in the initial permanent mail rate settlement 
plus $10,000. As used herein, the term "net book value'' means excess 
of book assets over book liabilities. 

3. Buyer promises to pay the purchase price for said stock in 


full and in cash to the Sellers in the amount per share to be 


[111] 
determined as provided in Paragraph 2 of this Contract within 30 days 
after Lake Central Airlines, Inc., or its successor, settles its claim 
with the United States Government in the initial permanent mail rate 
determination case covering the settlement of all of said Company's 


mail rate claims. 
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4. The net book value of Lake Central Airlines, Inc. shall be 

determined by an audit to be made and certified by the firm of Ernst & 

Ernst, certified public accountants, as of the cut off date of and includ- 

ing the award in the initial permanent mail rate settlement. The Parties «. 
agree that said audit shall be prepared by Ernst & Ernst in accordance 
with the Civil Aeronautics Board uniform system of accounts. Inventory 
of spare parts, tools and supplies but exclusive of aircrafts and ori- 
ginally installed units thereon shall be priced at cost or market, which- 
ever is lower. The Sellers, and each of them, hereby warrant and 
guarantee that all books, records and liabilities of Lake Central Air- 
lines, Inc. will have been disclosed to the auditors. If the net book 
value of Lake Central Airlines, Inc. as of the cut off date of and includ- 
ing the award in the initial permanent Mail Rate Settlement including 
losses arising out of a crash of a Beechcraft Bonanza airplane on 

Augyst 21, 1952, plus $10, 000. 00 is negative at option of the Buyer, 

the Buyer may within 60 days perform, sell, assign, transfer or void 
this contract. 

9. Prior to December 1, 1952, Sellers promise to cause all 
outstanding shares of stock of Lake Central Airlines, Inc., which are 
no par value common stock, to be exchanged on a share for share basis 
for shares of common stock of Lake Central Airlines, Inc. of the par 
value of $1.09 per share. 

6. Lake Central Airlines, Inc. and its respective shareholders 
promise Buyer that until such time as the fact of no liability on the war- 
ranties provided for in Paragraph 4 of this contract has been established 
that Lake Central will not do any of the following: 


[112] 
(a) Cease or terminate its corporate existences; or 
(b) Make any distribution of its assets to their shareholders 


either in complete or partial liquidation or by way of any ordi- 


nary dividend; or 
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(c) Pay any salaries, fees, commissions or other 

remunerations which are unreasonable; or 

(d) Sell, lease or otherwise dispose of any of its assets 

for less than a reasonable and fair price. 

7. The Parties agree that immediately upon the execution of 
this Contract, they will co-operate in the preparation and filing with 
the Civil Aeronautics Board of applications for the approval by that 
Board of the acquisitions of the stock ownership of Lake Central Air- 
lines, Inc., by Buyer under Section 408 of the Civil Aeronautics Act of 
1938, as amended; for the approval of the interlocking relationship of 
the officers and directors of Lake Central Airlines, Inc., and Buyer; 
for the approval of this Contract under Section 412 of said Act; and for 
such other approvals and exemptions as may be necessary to effectuate 
the purposes of this Contract. 

8. Within five days after the procurement from the Civil 
Aeronautics Board of all of the approvals specified in Paragraph No. 7 
of this Contract, the following shall occur: 

(a) Sellers will transfer to Buyer all of their shares of 

stock in Lake Central Airlines, Inc. identified above; and 

(b) All officers and directors of Lake Central Airlines, 

Inc. will tender their resignations; and 

(c) Upon the effective date of the resignations provided 

for in sub-paragraph (b) of this Paragraph No. 8 of this 

Contract the salaries and other compensations of said 

officers and directors shall terminate. It is agreed that 

the present employment contract of Roscoe Turner by Lake 

Central Airlines, Inc. shall not be affected. 


[113] 


(d) Buyer and the officers and directors who will be 


elected and installed in Lake Central Airlines, Inc. will use 


reasonable diligence and care to prosecute to final conclusion 
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the initial permanent mail rate case covering the settle- 

ment of all of Lake Central Airlines, Inc.'s mail rate claims. 

9. Nationwide Airlines, Inc. will transfer and assign to Wisconsin 
Central Airlines, Inc., or to its nominee upon the approval by the CAB, 
Board of Directors and stockholders of the Corporate contracting parties 
all of its interests and rights in the Michigan-Wisconsin Service Case No. 
2832 now pending before the Civil Aeronautics Board, also its applica- 
tion now pending before the Civil Aeronautics Board to operate helicopters 
in and near Detroit, Michigan and also all other intra-state rights to 
operate aircraft. 

10. This Contract may be assigned by Buyer to any of Buyer's 
officers and directors or to any corporation controlled by Buyer's offi- 
cers and directors or to Purdue Research Foundation. No assignment 
to any person, firm or corporation other than those identified in the 
preceding sentence shall be made. 

11. Sellers promise to uSe reasonable diligence and to make a 
reasonable effort to induce all shareholders of Lake Central Airlines, Inc. 
to enter into this contract or into a separate contract with Buyer identical 


to this contract. 


[114] 


12. In the interim between the execution of this Contract and the 


transfer of stock by Seller to Buyer herein provided for, Seller shall 
cause Lake Central Airlines,Inc. to carry public liability, property 
damage, passenger liability and hull insurance in amounts not less than 
that carried by Buyer on comparable equipment. 

13. Promptly after Sellers transfer to Buyer the shares of stock 
as herein contracted, Buyer will cause Lake Central Airlines, Inc. to 
employ J. V. Weesner for a period of twelve consecutive months at a 
salary of $625.00 per month as a consultant to coordinate and integrate 
the activities of Buyer and Lake Central Airlines, Inc., and to perform 


other special functions. 
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14. The Parties agree that the rights of all employees, both 
Union and non-Union, of Lake Central Airlines, Inc., shall be preserved 
and protected in such manner as shall be approved by the Civil Aero- 
nautics Board. 

15. If all of the approvals specified in Paragraph No. 7 of this 
Contract cannot be procured from the Civil Aeronautics Board, then this 
Contract shall be void and no force or effect whatsoever and all parties 
shall be relieved herefrom. 

16. This Contract is subject to the approval of the respective 
Boards of Directors and shareholders of all corporate parties. 

17. Buyer shall pay Sellers interest at the rate of 5% per annum 
on the purchase price for the shares of stock computed from the day 
Seller transfers the stock certificates to Buyer to date of payment. 

18. Paragraph No. 3 of this Contract is subject to the limitations 
that a reasonable and fair amount of the purchase price of the shares of 
stock herein contracted for may be retained as security by Buyer to pro- 
tect it in case of a reduction in said purchase price brought about by a 
liability imposed on Lake Central Airlines, Inc. over and above insurance 
protection by reason of the crash of the Beechcraft Bonanza on August 
21,1952. 


[115] 

19. Nothing in this Agreement shall prevent Wisconsin Central 
Airlines from applying for all or any part of the routes covered in the 
Lake Central Airlines Renewal Case, Docket No. 4034, in the event that 
the Board disapproves Wisconsin Central's acquisition of Seller's stock. 

20. If this Contract is not ratified by the respective Boards of 
Directors and shareholders of the corporate parties hereto, on or before 
11:59 P.M., October 31, 1952, then this Contract shall be null and 


void. 
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EXECUTED ON THE DAY AND AT THE PLACE ABOVE 


INDICATED. 


WISCONSIN CENTRAL AIRLINES, 
INC. 


By /s/ Arthur E. A. Mueller 
President & Chairman of Board 
of Directors 
FRONTIER AIRMOTIVE, INC. 
By: /s/ John V. Weesner, Vice Pres. 
NATIONWIDE AIRLINES, INC. 


By: /s/ John V. Weesner 
President 


/s/ John V. Weesner 
/s/ W. W. Weesner 
/s/ Roscoe Weesner 


By: William Krieg 


[117] 
February 23, 1954 
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AMENDMENT #2 


REQUEST FOR APPROVAL IN THE ACQUISITION OF CON- 
TROL OF LAKE CENTRAL AIRLINES, INC. BY NORTH 
CENTRAL AIRLINES, INC. UNDER SECTION 401(i) OF THE 
CIVIL AERONAUTICS ACT OF 1938, AS AMENDED, AND 
MOTION FOR CONSOLIDATION 

TO THE HONORABLE CIVIL AERONAUTICS BOARD: 

NORTH CENTRAL AIRLINES, INC. hereby amends its appli- 
cation for approval under Section 408, 409 and 412 of the Civil Aero- 
nautics Act of 1938, as amended, so as to include a request for approval 
under Section 401(i). In support of this amendment, NORTH CENTRAL 


AIRLINES, INC. alleges as follows: 
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1. NORTH CENTRAL AIRLINES, INC. believes that ultimately 
should the acquisition of Lake Central Airlines be approved, that Lake 
Central Airlines, Inc. will be merged into NORTH CENTRAL AIRLINES, 
INC., with NORTH CENTRAL remaining as the surviving Corporation. 


[119] 

2. It is the intention of NORTH CENTRAL AIRLINES, INC. to 
effectuate the merger within one year after approval of the acquisition. 

3. Should the merger take place, it will be necessary that the 
certificate of public convenience and necessity for Route No. 88 of Lake 
Central Airlines, Inc. be transferred to NORTH CENTRAL AIRLINES, 
INC. 

4. Since the matter of acquisition and merger are very closely 
related and can be economically and expeditiously determined in this 
proceeding, it is requested that the Board determine whether the trans- 


fer of the certificate will be consistent with the public interest simul- 


taneously with the approval of the acquisition case. This simultaneous 


approval will save the parties considerable time and money. 

>. NORTH CENTRAL AIRLINES, INC. therefore requests that 
this Amendment #2 be consolidated, heard and determined with the re- 
quest for approval under Sections 408, 409 and 412 of the Act. 

WHEREFORE, NORTH CENTRAL AIRLINES, INC. respectfully 
requests that an order be issued approving NORTH CENTRAL'S acquisi- 
tion of the stock of LAKE CENTRAL AIRLINES, INC. under Sections 
408, 409, and 412 and for the transfer of the certificate of public con- 


venience and necessity of Lake Central Airlines, Inc. 


[120] 
for Route No. 88 under Section 401(i) of the Act. 
NORTH CENTRAL AIRLINES, INC. requests such other, further 


and different relief as the circumstances may warrant. 





Respectfully submitted, 
NORTH CENTRAL AIRLINES, INC. 


By: A. L. Wheeler 
911 Sheraton Building 
February 23, 1954 Washington 5, D. C. 


Counsel for Applicant 
Certificate Of Service 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


Adopted by the Civil Aeronautics Board at its 
office in Washington, D. C. on the 21st 
day of October, 1953. Order No. E-7838 


In the matter of the proposed acquisition of 
control of Lake Central Airlines, Inc. known 


= ; * Docket No. 5770 
THE LAKE CENTRAL AIRLINES ACQUISITION ° et al. 
INVESTIGATION ; = 


ORDER EXPANDING INVESTIGATION AND GRANTING 
PETITIONS FOR LEAVE TO INTERVENE AND 
WITHDRAW. 


IT APPEARING TO THE BOARD: 

1. That on September 10,1953 Allegheny Airlines, Inc. (Allegheny) 
filed a motion with the Examiner requesting the Board to enlarge the 
scope of the investigation assigned Docket No. 6213 instituted and consoli- 
dated herein by Board Order No. E-7543, adopted July 9,1953, so as to 
include consideration of Allegheny together with Ozark Airlines, Inc. 
(Ozark), Transport Airgroup, Inc., (Airgroup), and North Central Air- 
lines, Inc., (North Central) as potential transferees of Lake Central's 
route No. 88 in whole or in part upon terms to be approved by the Board - 


Allegheny agreed to meet existing procedural dates; 
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2. That on September 25, 1953 Lake Central Airlines, Inc. (Lake 
Central) and the Lake Central Majority Stockholders Group filed answers 
in which no objection was interposed to the addition of Allegheny provid- 
ing that the purchase of Route 88 in whole or in part be considered as an 
incident to the acquisition of the Lake Central majority stockholding in- 
terest; 

3. That Lake Central filed a petition to intervene in the above- 
entitled proceeding pursuant to Rule 15 of the Rules of Practice alleging 
that although the Lake Central Trustee Management and the Lake Central 
Majority Stockholders Group are parties to the proceeding and the airline 
is a party to that part of the proceeding involving the joint application of 
North Central and Lake Central for approval of certain interlocking re- 
lationships in Docket No. 6024 consolidated herein, Lake Central has a 
substantial financial interest in the other issues involved in this proceeding 
which may not be adequately represented by the existing parties; and 

4, That on October 9, 1953 Airgroup filed a petition for leave to 
withdraw as a party to the above entitled investigation without prejudice, 
on the ground that it now appears that it could not conclude an agreement 
with the Lake Central Majority Stockholders which would be economically 


practicable. 


[345 ] 
The Board, acting pursuant to the authority vested in it by the 


Civil Aeronautics Act of 1938, as amended, particularly sections 205(a), 
401(a), (b), (c), (d), (f), (g), and (h); 408, 409, 1001 and 1002(b) thereof and 
upon due consideration of the foregoing motion, petitions, and answers 
and upon its own initiative finds: 

1. That it is in the public interest to broaden the existing investi- 
gation herein to determine whether, and upon what terms, the acquisition 
of Lake Central's route No. 88 in whole, or in part, by Allegheny in addi- 
tion to or in lieu of North Central, and/or Ozark is consistent with the 


public interest, so long as it will not delay the proceeding, and that in the 





ay, 
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review of the terms of such an acquisition the Lake Central stockholders 


will receive due consideration. 
2. That in accordance with Rule 15 of the Rules of Practice Lake 


= 


Central's petition for leave to intervene herein should be granted. 
3. That Airgroup's desire to withdraw from consideration as a 
| potential transferee herein should be respected. 
IT IS ORDERED: 4 
1. That the investigation under Docket No. 6213 be and it hereby 
is broadened to include the determination whether, and upon what terms, 
the acquisition of Lake Central's route No. 88 in whole, or in part, by 
Allegheny in addition to or in lieu of North Central, and/or Ozark is con- 
sistent with the public interest and Allegheny Airlines, Inc., be and it is 
hereby made a party to the investigation on condition that future procedural 
dates are met; ‘ 
2. That Lake Central Airlines, Inc., be and it is hereby granted 
leave to intervene herein; and 
3. That Transport Airgroup, Inc., be and it hereby is granted 
leave to withdraw from further participation herein without prejudice. 
By the Civil Aeronautics Board: 


M. C. Mulligan 
(SEAL) Secretary 


[Tr. 547, Rep. Tr. 6] 


EXCERPTS OF TRANSCRIPT OF PROCEEDINGS 
Docket 5770 - 6024 
North Central-Lake Central 


Examiner Pfeiffer: Are there any other cities present? 
Mr. Brown: Iam Andrew H. Brown, appearing for the City of 
Cleveland and the Cleveland, Ohio Chamber of Commerce. 
* oe aK * 
[Tr. 548, Rep. Tr. 7] 
Mr. Brown: = fe si 


Our interest is in preserving and improving a useful service and 
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we hold no brief for the present management of Lake Central nor for 
North Central which seeks the right to acquire the properties involved. 
We particularly disclaim any desire or intent even to comment upon the 
validity of the contract of purchase which underlies this proceeding. 

Lake Central has been furnishing a useful service and in our 
opinion has done a good job considering what it had to work with. Asa 
matter of fact we were prepared to support its application for a renewal 
of its temporary certificate if the Act had not been amended. Improve- 
ments in its service are desirable and, if they are inaugurated, it is 
our opinion that they will be well patronized. 

We think it fairly obvious that substantial service 


[Tr. 549, Rep. Tr. 8] 
improvements, and perhaps even the continued operation of the line, 
demand additional capital. If that end can best be attained by the pro- 
posed acquisition, we favor it. If the evidence to be produced herein 
shows the Board a better way toward service maintenance and improve- 
ment we would be content. 
* * K 
[Tr. 551, Rep. Tr. 10] 
Mr. Grisard: Mr. Brown, do you understand that the lack of 
capital is due in some measure to the pendency of this proceeding? 


Mr. Brown: Now, I will have to give an opinion. In my judg- 


ment the flow of new capital into any enterprise would be slowed up if 


not dammed up entirely by the pendency of a proceeding which casts 
doubt upon who owns or will own the property. 
I don't think anybody would put mw capital into a property of that 

kind. 

* * 

[Tr. 597, Rep. Tr. 56] 

S. S. COLKER 

was called as a witness on behalf of the City of Kalamazoo, Michigan, * * 


* * aa * 
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DIRECT EXAMINATION 
By Mr. Palmer: 
Q. Where do you live, Mr. Colker? A. 700 Woodward Building, 
Washington, D. C. 
Q. Are you a professional man? A. Yes, sir; Iam an economic 


consultant by profession. 


[Tr. 598, Rep. Tr. 57] 

Q. Would you state your qualifications, please, for the record? 
A. Ihave been an economic consultant specializing in air transportation 
since 1953. Prior thereto I was with a number of Government agencies 
as a statistician, economist, cost accountant. I was with the Civil 
Aeronautics Board from 1946 to 1951. Iam a Certified Public Accountant. 

Q. Have you prepared a group of exhibits for the City of 
Kalamazoo in this hearing? A. I have, Exhibits KAL 1 through 18. 

* x *x ae 

[Tr. 606, Rep.Tr. 65] 

Q. Would it also be your conclusion, Mr. Colker, that acquisition 
might result in an increased schedule frequencies in all directions if the 
Lake Central-North Central merger was approved, is that correct? 

A. Well, yes, sir; the likelihood of that would be so. I have looked at 
the schedules proposed by North Central in this proceeding and I find 
that they have increased the North-South one, offered at least in the in- 
terim period, I believe it is so labeled, a through-plane service to the 
Northern Michigan area, Green Bay, and in addition there seems to be 
the ability to blend the two carrier's schedules so that there is, I think 


there are two 


[Tr. 607, Rep. Tr. 66] 
round trips which originate either at Indianapolis or South, go up to 
Kalamazoo or bend over to Detroit, thereby giving Kalamazoo two addi- 


tional schedules to Detroit as well as an improved North-South service 


% 
2 
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plus an improved service to the Green Bay and beyond area. 

Q. Assuming a merger is approved would the improved financial 
condition of the merged carrier benefit the City of Kalamazoo? A. We 
could look forward to that only in two respects, it seems to me. 

Number one is that we would expect a stronger carrier to do 
more advertising and sort of beat the drums more for air transportation 
making the city more air conscious, have more schedules which we have 
talked about, and presumably, and this is speculation, if there were a 
situation in which the Board might feel that some of the schedules were 
beyond that required for mail pay, in an economy drive I could see where 
a strong carrier could continue those schedules whereas the weak carrier 
might have to reduce their volume of service down to the minimum which 
would be permitted by the mail pay. 

* * +d 

[Tr. 643, Rep. Tr. 102] 
C. V. BURNETT 
was called as a witness for and on behalf of the City of Detroit, 
Michigan, and the Detroit Board of Commerce * * * * 
DIRECT EXAMINATION 

Examiner Pfeiffer: Please be seated and give your full name to 
the reporter. 

The Witness: The name is C. V. Burnett, representing the City 
of Detroit, the Detroit Board of Commerce. 

Examiner Pfeiffer: Do you have a statement to make, Mr. 
Burnett ? 

The Witness: I have, Mr. Examiner. 

* * * 

The Witness: * * * * 

[Tr.644, Rep. Tr. 103] 

The fact that Detroit was not at any crossroads on railroads 

doesn't give us the railroad transportation that we need with some of 


these cities with whom we have a very definite community of interest. 


e 
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That is true of other surface transportation. Emblematic of 
our position is the City of Kokomo. The Chrysler Corporation has 
exerted pressure on the city and the Board of Commerce in Detroit 
to get improved service to that point. They have a branch plant there. 
And in other cities like Lafayette, Richmond, Indianapolis, many of our 
industries have either branch plants, sales outlets, or purveyors of parts. 

We are interested, very definitely, in an improvement of airline 
service to some of these points. 

Digressing a moment, I understand that both airlines, Lake Cen- 
tral and North Central, have applied for Lima-Toledo-Detroit route 
and we are very anxious to appear when that comes before the Board, 
bearing out our need of more direct and more service by air to this 
particular locality. 


I have heard the word "merger" used and I like that 


[Tr. 645, Rep. Tr. 104 ] 


description and I would like to say that in our opinion Detroit would bene- 
fit greatly by such a merger. 

North Central is currently serving Detroit at two airports -- at 
Willow Run and the City Airport. This is giving us a very considerable 
assistance to industry which is largely centered around City Airport. If 
this merger eventuates we would enable the industries around the City 
Airport -- Incidentally, approximately two-thirds of the vast industrial 
empire is on the East side'of Detroit -- would then have much better 
service to these cities than exists and we traditionally have fought before 
this Board for more one-plane service. We feel that an increased service 
will help our industries a great deal. 

That about covers our position. 

x * 7% 

[Tr. 663, Rep. Tr. 120} 
H. N. CARR 


was called as a witness and, having first been duly sworn, was examined 





eee 


[Tr. 703, Rep. Tr. 150] 


and testified as follows: 
DIRECT EXAMINATION 
Examiner Pfeiffer: Give your full name and position you hold 
with the airline to the reporter. 


The Witness: H. N. Carr. I am president. 


ae * * ad 


[Tr.702, Rep.Tr. 149] 
By Mr. Wheeler: 

Q. What is North Central's plan for integrating the two com- 
panies should the acquisition be approved? A. We have a very definite 
and -- 

Q. Justa minute. I think we have some exhibits here that might 
be very helpful to the parties that I didn't have copies of until a few 
minutes ago. I would like to distribute them now, so that they can 
follow Mr. Carr's testimony. 

Examiner Pfeiffer: Very well. 

Mr. Wheeler: They are marked 189. Details of this will be dis- 
cussed by another witness, Mr. Examiner. Only a reference to them 
will be made by Mr. Carr. 

I would like the record to show that they have been distributed. 

Examiner Pfeiffer: Very well. 

North Central and Lake Central improved schedule pattern com- 
plete integration phase 3, identified as NOR-189 has just been distributed. 

Mr. Wheeler: Mr. Buttomer will sponsor that exhibit. 

Examiner Pfeiffer: Very well. 

The Witness: We have a very definite program for consolidating 
and integrating the two companies in their operation after approval by the 
Civil Aeronautics Board. For purpose of clarification I think I can best 
describe 


[Tr. 703, Rep. Tr. 150] 


that program by dividing it into three phases, or three steps. These are 





__... eee 
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evolutionary phases which do not originate and terminate with a sharp 
date, but progress will be made in each area and in some cases con- 
currently. o 

We might consider the first phase as being what happens from : 
the time the stock is transferred after the approval by the Board, and 
the money is paid, until perhaps three or four months. It could run six 
months. But in other words, in the initial months after the approval by 
the Civil Aeronautics Board. The first step that would be taken would 
be the installation of North Central officers and directors in the Lake 
Central corporation. This would be in accordance with the provision ’ 
of the contract requiring that the Lake Central officers and directors 
submit their resignations. 

This would be accomplished probably through a special stock- 
holders meeting at that time. 

The second matter to which we would give immediate attention 
would be the matter of the accounts payable, Lake Central's accounts 
payable. In North Central exhibit 179 we indicated the amount of money , 
that we believe would have to be devoted to that in order to put Lake ' 
Central on a current basis. 

Also we in that same exhibit, indicate that additional working 
capital would be provided for Lake Central and that some additional sta- 
tion equipment would be purchased. 


[Tr. 704, Rep. Tr. 151] 

The third part of this first phase would be effort directed at 
eliminating -- beginning the elimination of duplication of station facilities 
and personnel. 

Exhibit NOR-162, page 26, and NOR-166 indicate the extent to 
which this duplication exists. 

Also as part of this step we would undoubtedly set up our own 
operation at those stations where Lake Central now contracts to have some 


other airline handle that. This would, to a large degree, absorb the 





a 
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a 
personnel who would be considered duplicating at stations such as 
Chicago. 

A fourth step in this first phase relates to the schedules, and 
here we would begin the process of schedule integration. By that I 
mean having flights originating on the Lake Central system continue 
on through to North Central point, and conversely. 

Exhibit NOR-151 indicates how this schedule integration might 
be accomplished in the very early months of the consolidation. 

That exhibit, incidentally, is incorrect to this extent: That it 
includes a new flight and it is not anticipated that there would be any 
additional service in these very early months. 

I would like to correct the exhibit by striking the Northbound 
and Southbound flight designated, "New flight."" The other flights are 


merely illustrations of how even in the 


[Tr. 705, Rep. Tr. 152] 
first months schedules could be inaugurated on one system or the other 
and continue on through. 

Also during this period -- 

Mr. Grisard: Mr. Examiner, before he goes further, may I 
have read back the amendment to 151? 

Examiner Pfeiffer: Off the record. 

(Discussion off the record. ) 

Examiner Pfeiffer: Proceed. 

The Witness: This change was made because it was first thought 
that even during the very early months we might actually provide some 
new service. 

In other words, the first phase. But I think a further considera- 
tion if it is probably a result of the decision that there would be no new 
flights in the very first months. 

As a further step in this phase, one of the consolidations or inte- 


gration of the two lines there would be the matter of integrating the 








[Tr. 705, Rep. Tr. 152] 
seniority lists of the various union groups in the two companies: The 
pilots, mechanics, dispatchers and so forth. Generally that would in- 
clude phase 1 of our plan for consolidating the two airlines. 

As I say, that would go from the time of the transfer of the 
stock until three or four or possible six months. 

Phase 2 would be one which would begin three, four, or five or 
six months after the transfer of the stock, and would continue in effect 


largely for a period of a year and 


[Tr. 706, Rep.Tr. 153] 
a half or two years. 

One of the most important points in phase 2 involves increased 
schedule integration between the two systems and the scheduling of a 
number of additional flights on the Lake Central system. 

NOR-178 sets forth an improved schedule pattern of the type 
which would be in effect during this interim period. I anticipate a de- 
cision in the case perhaps next summer sometime. It is apparent that 
this schedule would not go into effect for at least another year anda 
half or so. So as far as specific connections on some of the flights, they 
will be adjusted to fit the schedules of the trunk lines and the other con- 
necting airlines at that time. 

But this schedule included in NOR-178 increases the service 
over the Lake Central system from approximately 220, 000 miles a month, 
which they are operating now, to around 316,000 miles a month. It also 
adds to the Lake Central system seven new flights in one direction, and 
six new flights in the other direction. 

It provides, as you will notice, for a considerable number of what 
we refer to as integrated flights, the type of flights that start at, for 
example, Wassau, such as flight 230. I am referring to 178 now. 

Flight 230 starts at Wassau at 6:15 in the morning and goes clear 


on through to the Lake Central system through 





[Tr. 708, Rep. Tr. 155] 


[Tr. 707, Rep.Tr. 154] 


Chicago. 

A second step in phase 2 would be to introduce into the Lake 
Central operation what we consider to be perhaps improved management 
and operating techniques. 

Exhibit NOR-162, page 3, indicates that, for example, in the 
account of flying operations, during the period of this statement this is 
the second quarter of this year, North Central's flying operations cost 
was 29.6 cents a mile, while Lake Central's was 34.1 cents a mile, a 
difference of nearly five cents a mile. 

We believe that that difference in operating costs, flying opera- 
tions to flying operations account is largely made up of gas and oil and 
pilots salaries. We pay our pilots more money than they do. It is true 
our gas contract is a slightly lower price than theirs. But it isn't any- 
thing even approaching five cents a mile. We believe that that difference 
in flying operations cost is attributable largely to improved flying tech- 
niques, operating techniques, which have been developed on North Cen- 
tral system and which we would apply to the Lake Central system. 

If it is desirable to go into detail on that type of thing I can indi- 
cate a long list of the type of technique to which we are referring. 

As to how many of these would be applicable and precisely where 


they would be put into effect, we cannot say 


[Tr. 708, Rep. Tr. 155] 

because we have formally requested Lake Central to let our officers, 
department heads, and technicians study their operation, and they have 
formally refused to let us do so. We are convinced by the difference of a 
nickel a mile in flying operations cost that there are a lot of the type of 
economies which could be achieved in their operation just as we have in 
North Central's operation in the last year and a half to two years. 

And we have ourselves reduced our cost by the introduction of 
these various improved operating techniques. 

Examiner Pfeiffer: Are these improved operating techniques set 


forth somewhere in your exhibits? 
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(Tr. 708, Rep.Tr. 155] 
714 

The Witness: No, they are not. 

Mr. Wheeler: Integration exhibits, Mr. Examiner, show what 
we expect to do with them. I refer you now to exhibit NOR-188, where 
we tried to get Lake Central to permit officers and directors to inspect 
their operations and we were denied the right. The only man that was 
permitted to inspect their operation -- and he had an agent attached to 
him where he couldn't inspect them without having the man go around . 
with him all the time -- was Mr. James Ray. ‘ 

Examiner Pfeiffer: What Iam getting at is do you want to list | 
these various improvements that you have accomplished in your own air- Y 


line which you would propose to accomplish with Lake Central's system? 


[Tr. 709, Rep. Tr. 156] 

The Witness: I think if I could give some illustrations, Mr. 
Examiner, it might serve to clarify this point, without getting into a 
list of two or three hundred things that we might look for. 

Generally the more technical aspects of aircraft operation, we 
are referring to techniques such as straight-in approaches, stations 
with minimums higher than 401, their ILS minimums, what their cross- 
wind components are, whether they have multiple approach procedures 
at their various fields, whether they have mechanics at all over-night 
stops, whether they make running mag checks. 

You could go on almost indefinitely, any operating personnel 
could, with a long list of the type of things that have saved us thousands 
and thousands of dollars in North Central, and which we believe could 
be introduced to a greater extent into the Lake Central operation. 

Moving perhaps from the more technical aspects of flying opera- 
tions to what might be considered just management techniques, we take 
a look to determine whether or not they had incentive programs in the 
various phases of their operation. 

Our maintenance organization and our overhaul crews are all 


on an incentive basis. Our pilots the same way. We found that this saves 
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the company again thousands of dollars every month. That is the type 


of thing we look for. 


[Tr. 710, Rep. Tr. 157] 

Again as to the specific points, I certainly would be unable to 
sit here and say precisely what would be accomplished. 

But there is something in that nickel a mile in that one account 
alone that we believe is made up from costs that might be affected by 
achieving these economies from the improved operation. 

Examiner Pfeiffer: Do you have a longer hop in your system 
than they do in theirs ? 

The Witness: I believe they are approximately the same, Mr. 
Examiner. There may besome -- our average length of hop now is about 
75 miles, I think, or 80. And I believe theirs is approximately the same. 

But we can go on to other accounts. Their ground operations run-- 

Mr. Wheeler: Just a minute. Do you have a question? 

Examiner Pfeiffer: Do these exhibits set forth what your gas 
and oil contract prices are? 

The Witness: That information has been provided by both parties 
and I certainly acknowledge that we do have a somewhat lower gasoline 
price. We attribute that partially to the fact that we buy in greater quan- 
tity than they do, and by the same token if the two lines were consolidated 
we could achieve an even lower gas price. 

Examiner Pfeiffer: Is ita cent a mile? How much of 


[Tr.711, Rep.Tr. 158] 
this five cent differential does the gas and oil contract involve ? 
The Witness: We would have to compute that. I would estimate 
that it couldn't account for a cent a mile, for any more than that. 
Examiner Pfeiffer: Will you have your experts compute that so it 
may be inserted in the record before the end of the proceeding? 
The Witness: Yes. 
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Examiner Pfeiffer: All right, Mr. Wheeler. - 

Mr. Grisard: Mr. Examiner, while we are on the subject, of 
what are the so-called superior techniques of North Central, I think it * 
would be proper to have the witness go through and list all of those 
upon which he relies, and then when our witness takes the stand we can 
Say just what Lake Central does in the way of straight-in approaches, 
minimums, mechanics at over-night stops, ILS minimums, and so forth. 4 
I don't think the record should be left with these very vague references ‘ 
to something which may be wholly non-existent. 

Examiner Pfeiffer: That's right. If you rely on specific economies ” 
they should be listed and set forth so that we can test their veracity. 

Mr. Wheeler: I don't think that was the tenor of this witness' 


testimony. The specific economies which we rely on 


[Tr. 712, Rep.Tr. 159] 
are set forth in our cost exhibits. This witness testified that we had not 
been able to go into their operations with our own operating people and 
determine whether they make straight-in approaches and whether they 
have this or that. 
Examiner Pfeiffer: You will have an opportunity before the end 
of the proceeding. They will be on the stand. » 
Mr. Wheeler: They may be on the stand but we have to have our 
men inspect their operations to determine these things, to which we 
have been denied access. 

It is shown in our exchange of correspondence, in exhibit 188. 
Mr. Carr was testifying these are the things that we would look toward, 
in addition to that. He didn't say that they existed or did not exist. He 
said he would just investigate those. 

That, I believe, was the tenor of your testimony, Mr. Carr ? 

The Witness: It is certainly true. By a more intensive application 


of these intensive techniques, in the last year and a half, North Central 


reduced its operating costs from $1.24 a mile to about $1.00 a mile. If 





[Tr. 714, Rep. Tr. 161] 
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you had sat down with any of our operating personnel at that time they 
would have told you that we are doing most of these things. Perhaps it 
is a matter of doing all of them more. Certainly I think Lake Central's 
personnel can come in and Say that they have straight-in approaches. 


The answer will be Yes on many 


[Tr. 713, Rep. Tr. 160] 
of these items. 

But the cost differential between North Central and Lake Central 
" now we think presents somewhat the same situation as existed in North 

Central up until about a year and a half ago. 
s Examiner Pfeiffer: Are there any other items that you would 
| want to list at the moment to look into? 

The Witness: Specifically the ground operations account which 
runs nearly a nickel a mile over ours. In exhibit NOR-162, page 3, our 
cost is 15.6 cents a mile while Lake Central's is 19.3. 

Also general and administrative, 7 cents a mile for North Central, 
10 cents a mile for Lake Central. 

We don't believe that the answer to these substantial cost differences 
lies entirely in the fact that one airline is somewhat larger than the other 
because we had the same cost level a couple of years ago that Lake Cen- 
tral has now and we have been able to reduce our costs. To the extent that 
that is a reason, it is also a reason for consolidating the two to achieve 
further economies which can be accomplished through size, or as the re- 
sult of a larger operation. 

Mr. Grisard: Mr. Examiner, just for the record, and so that 
it will be in here at this point, you asked a moment ago for the average 
hops of the two carriers. There is an exhibit here from Bureau Counsel, 
BAO-14, which shows 


[Tr. 714, Rep. Tr. 161] 
that Lake Central's average hop was 58.23 miles, and North Central's 
78.21 miles. 
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Mr. Wheeler: What date? 

Mr. Grisard: For the calendar year 1954. 

Examiner Pfeiffer: Thank you. 

By Mr. Wheeler: 

Q. Have you finished, Mr. Carr? 

Examiner Pfeiffer: One other thing. Is there an exhibit in this 
proceeding which will show how your own costs stacked up, say, two +9 
years ago, and how you have been able to reduce them, or is it solely . 
your testimony ? 

The Witness: Of course, it is a matter of record with the reports 
filed with the Board. 

Examiner Pfeiffer: In the Mail Rate case? Has there been any \ 
holding on it? 

Mr. Wheeler: No, but the form 41 shows the reductions, the 
gradual reduction of cost over a period of a year and a half. 

The Witness: I have a tabulation month by month with me which 
I will be glad to reproduce for the record or to read off. Either way. 

Examiner Pfeiffer: Let me see the tabulation. 

Mr. Grisard: Off the record? 

Examiner Pfeiffer: Off the record. 

(Discussion off the record. ) 


[Tr. 715, Rep. Tr. 162] 

Examiner Pfeiffer: During the off the record discussion it was 
determined that the tabulation was not in a form suitable for either read- 
ing or reproduction since it did not show the itemized expenses. 

Mr. Wheeler: Mr. Examiner, if you do want it we can have that 
exhibit made. 

Examiner Pfeiffer: As I understand it, it is in the form 41s. We 
will look for it there. You need not reproduce it, unless you want to as 


a part of your case reproduce certain items showing the comparative 


reduction in costs over the years. That is entirely up to you. 
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The Witness: I think it might be helpful if we did reproduce that 
in the exhibit form so that you can see the decline in our costs. Let 
me just Summarize it very briefly by saying that in 1953 our company 
received two and a half million dollars in mail pay, and it lost $114, 000. 
In 1954 we received $2, 300, 000 in mail pay, $200, 000 less -- these are 
approximate figures -- and we made a hundred thousand dollars. 

In 1955, the year to date and our projection through December, 
shows that we will receive $1, 600, 000 in mail pay, $800, 000 less mail 
pay than we received the year before last, $700, 000 less than we re- 
ceived last year, and we will make $124, 000 profit. 

Examiner Pfeiffer: Is that due to increase in revenues and in 


traffic, decrease in costs or both? 


[Tr. 716, Rep. Tr. 163] 

The Witness: Both. 

Examiner Pfeiffer: To what extent? 

The Witness: Our load factor has gone up considerably. We are 
running at the rate of nearly 50 percent per month ahead of the correspon- 
ding period last year, and our cost level has declined about 18 or 20 
percent. 

Examiner Pfeiffer: Is there anything unusual about your increase 
in revenues? Is that a reflection of the general trend in air transportation? 

The Witness: I think the industry average 1954 over 1953 was 
around 15 percent. And I think it is running around 7 to 10 percent this 
year and ours has run 45 to 50 percent. So it is unusual to the extent it 
is two or three times the industry average. 

Examiner Pfeiffer: I will be glad to see an exhibit which shows 
the comparative decline in costs. 

The Witness: A little later, Mr. Examiner, I will be glad to 
touch on what we attribute that increase in traffic to. 

Examiner Pfeiffer: Very well. Perhaps this is a good time for a 


short recess. We will recess for ten minutes. 
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(Whereupon, a short recess was taken. ) 
Examiner Pfeiffer: On the record. Come to order, gentlemen. 
Mr. Herkenrider, of the Airline Pilots Association 


[Tr. 717, Rep. Tr. 164] 
International, has distributed an exhibit to all parties, consisting of 12 
pages. There appearing the possibility of some cross examination on 
that exhibit, we will have a witness to sponsor it before the close of the 
hearing and I will undertake to notify the association sufficiently in ad- 
vance of the appearance of that witness so that they may prepare. The 
exhibit will be identified as Airline Pilots Association International -- 
ALPA-I. 


(Whereupon, Exhibit ALPA-1 was marked 
for identification. ) 


Examiner Pfeiffer: It appearing that there is a discrepancy be- 
tween certain of the ALPA exhibits as circulated, Mr. Herkinrider has 
withdrawn the circulation and will recirculate corrected exhibits at his 
earliest opportunity. Mr. Wheeler, proceed. 

By Mr. Wheeler: 

Q. Mr. Carr, in your testimony earlier you mentioned that 
North Central intended to -- A. If Imay, Mr. Examiner, I was in the 
middle of a question, the answer to a question, when we went off the 
record before. 

Examiner Pfeiffer: Before the recess ? 

The Witness: Yes. You recall I just mentioned there would be 
three phases. I was in the middle of phase 2. 


[Tr.718, Rep. Tr. 165] 
By Mr. Wheeler: 
Q. Would you finish? A. I had outlined North Central's pro- 
gram for integrating and consolidating the two airlines by describing it 
in three phases, and I had mentioned the first phase as being from the 
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transfer of stock from the first three or four months up to six months, 
the second phase being that time from the next year and a half to possibly 
two years, and in the second phase I said that we had planned to increase 
the schedule integration and add flights over the Lake Central system 

and that we proposed to introduce improved management techniques and 
operating procedures, and asa third point in this second phase we 
would also propose to increase substantially the advertising and traffic 
promotion over the Lake Central system. 

North Central feels that primarily through the intensive pro- 
motion and advertising in its cities, it has been able to greatly increase 
the volume of traffic which it is carrying. 

In the second quarter of 1955 I notice that our advertising expendi- 
ture per mile, even though we are operating a considerable number more 
miles than Lake Central, North Central averages over four cents a mile 
while Lake Central was less than one cent a mile. 

In North Central exhibit 167, which I believe is in volume 3, pages 
1 and 2, on page 1 we indicate that in the 


[Tr. 719, Rep. Tr. 166] 
first quarter North Central's advertising expenditure per station was 
$264, and in the second quarter it was $631 per station. 

We have available for Lake Central only the months of January 
and July, and you will notice that in January, which was a first quarter 
month, they spent only $39 per station as compared with North Central's 
$264, and in July they spent $144, which might be compared to our 
second quarter figures. 

In other words, we believe that on the basis of the financial re- 
cords of the Lake Central operation, that inadequate attention and too 
little money has been spent on advertising and promotion. | 


So this would be a third point in our integration program for the 


Lake Central system. 
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The third phase of this program to consolidate and integrate 
the two airlines would run from a year and a half or two years after 
the transfer of the stock, from then on into the future. 

This phase of the integration, or the consolidation of the two 
lines, would first accomplish a complete integration of the two systems, 
involving a corporate merger and presuming transfer of the certificate, 
and complete integration of the schedules of the two systems. 

These completely integrated schedules as contrasted to the in- 
terim schedules which apply to phase 2, are included 


[Tr. 720, Rep. Tr. 167] 

in North Central exhibit 189 which was distributed this morning. 

That in general would be our plan for consolidating the two air- 
lines, presuming approval by the Civil Aeronautics Board. 

Q. Will you state the number of planes that North Central in- 
tends to operate in phase 2 and in phase 3 -- in phases 1,2 and3? A. 
Phase 1, which as I said, only runs for a few months, presumes the 
exact number of aircraft that North Central and Lake Central have now. 
The schedules in the phase 2, which are designated in our volume as 
interim schedules, involves the addition of two more DC-3s to Lake 
Central's system. In other words, initially phase 1 would be 18 air- 
planes for North Central and 8 for Lake Central, and phase 2 would be 
18 airplanes for North Central and 10 for Lake Central, and phase 3, 
which is at least a year and a half or two years after the approval, which 
let's say is a year off, so we are talking about something that is two and 
a half to three or three and a half years from now, involves 20 air- 
planes under North Central's system and 10 on the Lake Central system, 
a total of 30. 

Q. On your previous testimony, Mr. Carr, you mentioned the 
fact that North Central intended to terminate the contractual relation- 


Ship at certain stations and to open up company- 
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[Tr.721, Rep.Tr. 168] 
owned stations on Lake Central's system. 

Do you have the cities in which North Central proposes to make 
this conversion? A. That was one of the points in the process of inte- 
grating the two lines. We found that we can operate our own stations at 
less money than we can contract it out to someone else in consideration 
of the service that is received and the promotion of traffic. 

We feel better off to operate our own. As I understand it, Lake 
Central has contracted their operation at Dayton, Cleveland, and I believe 
Danville. Those are three stations where we would undertake to set up 


our own operation immediately upon approval of the consolidation. 


* * * * 


[Tr.795, Rep. Tr. 240] 
FRANK N. BUTTOMER 
was called as a witness and, having first been duly sworn, was examined 
and testified as follows: 
DIRECT EXAMINATION 


Examiner Pfeiffer: Please give your full name to the 


[Tr. 796, Rep. Tr. 241 ] 


reporter? 
The Witness: Frank N. Buttomer. 
* * * * 


Mr. Wheeler: * * * 
Exhibit 189 was previously given out yesterday and is our 
schedule which we propose in phase 3 which is a completely and fully 


integrated operation. 
% * 2K * 


[Tr. 797, Rep. Tr. 242] 
Q. Are your qualifications correctly set forth in North Central's 
exhibit 33? A. Yes, sir. 
Q. What position do you hold with North Central Airlines presently ? 
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A. Vice President, Traffic and Sales. 


x ca * * 


[Tr.806, Rep. Tr. 251] 
By Mr. Wheeler: 

Q. Would you turn to North Central exhibit 76, Mr. Buttomer, 
volume 2? And would you give your comments on this series of exhibits 
beginning through North Central 73 through 76? A. Up to this point we 
have introduced economic material which indicated strong travel interest 
between the Lake Central cities and the North Central cities. NOR-76 
is a summary which depends upon the two preceding exhibits for its 
source material, indicating the actual travel by 


[Tr.807, Rep. Tr. 252] 
air between the respective cities during the two sample periods indicated. 
That is, the first half of March and the last half of September 1954. I 
don't want to read all of these into the record. 

Examiner Pfeiffer: Please don't. 

The Witness: I think I can illustrate the point in the first one. 
From Cincinnati, 39,670 passengers went to North Central cities during 
that period. Of course the bulk of those went to Detroit, but you will 
notice that there was travel to a good many North Central cities. Clinton- 
ville, Beloit, LaCrosse, Lansing, Madison, 60 passengers to Madison; 
Milwaukee. 

Iam sorry. The total is 3,250 passengers during that period 
from Cincinnati. So on Cleveland there are some 12, 000. 

Then we go to the total. There were some 28, 589 passengers who 
traveled between Lake Central cities and North Central cities during that 
survey period -- for those two survey periods, by air. We realize that 
our service couldn't be attractive to all these passengers, but they do 
carry out the -- they do demonstrate the principle that there is strong 
business and social relationships and that we can by at least the nature 


of our joint operation attract some of these passengers, a Substantial 





number in fact. 
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[Tr.808, Rep. Tr. 253] 
By Mr. Wheeler: 

Q. NOR-76, page 4, there is a percent of Lake Central passengers 
to North Central points? A. Yes. I should have carried that analysis a 
little further. There were 28, 589 passengers who went to Lake Central 
cities, out of a total of 282,182, the total passengers developed at all 
these points, or 10 percent to Lake Central cities. 

In other words, 10 percent of the boardings at these points were 
to some point on Lake Central Airlines. 

Examiner Pfeiffer: Do you mean some point on North Central 
Airlines ? 

The Witness: Yes, Iam sorry. 

By Mr. Wheeler: 

Q. Will you give the corresponding figure in North Central ex- 
hibit 75, page 5 for North Central passengers to Lake Central points? 
A. I will call your attention tothe last line in the exhibit, at the bottom 
of page 5. Here we found that 28, 589 passengers went from North 
Central cities to Lake Central cities from a total of 219, 571 passengers 
total from all those cities to all points, or 13 percent. In other words, 
13 percent of the passengers who used air service from North Central 


cities had for their destination a Lake Central city. 


[Tr.809, Rep. Tr. 254] 

Q. And 10 percent the other way around? A. Ten percent the 
other. Thirteen percent in one direction, ten in the other. We don't feel 
that this difference is significant for the purpose of developing this parti- 
cular point. 

Q. Asa matter of fact, positively it points to the similarity of 
the passenger movement, does it not? A. The first dozen or so exhibits 
here indicate that there should be travel between these points. It indi- 
cates social and business relationships. Finally, the proof of that is 
what did the traveler do. The traveler in this exhibit indicates that he 


actually went between these points. 





[Tr. 809, Rep. Tr. 254] 
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Examiner Pfeiffer: Roughly, I see about 20, 000 of those 28, 000 
passengers went to Detroit. Is that about right? 

The Witness: Yes, that is right. What page are you looking at? 

Examiner Pfeiffer: I just looked over this exhibit 76. I don't 
ask you to check my mathematics. Certainly they are not strictly 
accurate. 

The Witness: The interest in Detroit is substantial because the 
component part makers and suppliers and tool and jig makers are all 
down in Indiana or Ohio. There is a strong community of interest with si 


Detroit because Detroit . 


[Tr.810, Rep. Tr. 255] 
depends on that area for machine tools and component parts. Travel will 
always be great there. 

Examiner Pfeiffer: Mr. Grisard, is Lake Central an applicant 
for Detroit in the Detroit-Erie case? Is that one of the issues in that case? 

Mr. Grisard: Yes, it is. 

Mr. Wheeler: But that doesn't touch it, Mr. Examiner. The 
service from these cities could not be served to Detroit through the 
Detroit-Erie extension. 

Examiner Pfeiffer: Maybe your witness should explain that. 

By Mr. Wheeler: 

Q. Mr. Buttomer, how can these cities on Lake Central system 
be given -- can be best given service to Detroit? A. By the approval of 
this merger and acquisition. 

Q. Would you explain that on the map so the Examiner could 
see it? 

Mr. Grisard: Could we have for clarification a definition of what 
Mr. Wheeler means by "these cities’ on Lake Central's system ? 

Mr. Wheeler: I mean, Kokomo, Marion, Lafayette, Gary. 


The Witness: As a result of this acquisition those cities would 


then have direct one-carrier service in to Detroit over the existing route 





[Tr.825, Rep. Tr. 270] 


pattern. It would require 


[Tr.811, Rep. Tr. 256] 
I believe no change in the pattern at all to provide that service im- 


mediately. 


HE * * 


[Tr.813, Rep. Tr. 258 | 

Q. Mr. Buttomer, from your studies do you believe that North 
Central and Lake Central can be logically integrated? A. Yes, sir, I 
do. The two areas are contiguous and adjacent. They have five points 
in common, I believe. 

Q. Four points. A. Four points. 

Q. NOR-129. Geographically, as I panted out, they are con- 
tiguous and adjacent. They have four points in common. 

In exhibit 129 there have been only two instances where there 
are more points in common where the Board has approved mergers. 
Those of course are Braniff and Continental-Pioneer. There is one 
instance where the Board approved a merger where there were no points 
in common, which is West Coast and Empire. 

In other words, there were very few mergers approved by the 
Board where the natural or geographic considerations were more 


favorable. 
* * * 


[Tr.825, Rep. Tr. 270] 
By Mr. Wheeler: 

Q. Mr. Buttomer, will you turn to North Central's exhibit 156, 
volume II. What plans for route expansion does North Central have for 
Lake Central's system? A. Exhibit NOR-156 is a map showing the two 
systems as they fit together, with a few suggested changes in the pattern. 
In analyzing this route structure we find that there are a few deficiencies 
in it which could be corrected with a little bit of mileage and which would 


benefit a great many cities. 
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[Tr.825, Rep. Tr. 270] 
8 
Mr. Grisard: Did I hear him say correctly, "a few"? 


(Statement read. ) 


[Tr.826, Rep. Tr. 271] 

The Witness: I think possibly the most important is from Lima 
to Detroit City. I feel also that Fort Wayne should be tied into this 
operation in some fashion. This looks about the best way to do it 
right now. 

Certainly the tails,if I may call them that, of the route structure, 
should be tied together, that is Detroit, Cleveland, Youngstown, and 
Erie ought to be tied together in an integrated operation for the pur- 
pose of equipment rotation if nothing else, although I am certain that 
the airline could attract a good bit of traffic in here. 

Examiner Pfeiffer: Did you say Erie? 

The Witness: If I did, I didn't mean to. What I meant to say is 
Pittsburgh, Youngstown, Cleveland, and Detroit. Those tails of the 
operation should be tied together for the purpose of rotating equipment 
and crews, if for no other reason although I believe it would attracta 
lot of traffic and certainly will make a very efficient operation. 

Toledo belongs in this economic pattern somewhere. Maybe 
this is the way. We think perhaps a route should run from Lima to 
Toledo to Detroit. That will attract a great deal of traffic. 

There is a route presently open for assignment, that is the one 
which TWA disclaimed further interest in in a recent proceeding be- 
tween Cincinnati and Detroit, and this airline has already applied for 
that route. If that route 


[Tr.827, Rep. Tr. 272] 
should be awarded to this system, whoever operates it, we have supplied 
that service. 
We have picked up most of the towns in there and we have Lima 


into Detroit. We have bent that route just a little from the way it was 








[Tr. 885, Rep. Tr. 330] 
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played previously and we think it should be operated this way. And so 
there are a good many of them. 

We don't have the economic justification for all these. We 
haven't made a detailed and intricate study of them but generally we know 
what is going on in the area and what should be done with the route pat- 
tern. 

Obviously not all of these would ever be certificated but we think 
any of these routes would result in a more efficient operation and would 


certainly create a lot new merchandise to sell. 


* * * * 


[Tr. 884, Rep. Tr. 329 ] 
CROSS EXAMINATION 
By ~ Grisard: 
Q. Would vou look at exhibit NOR- 156, Mr. en volume 2? 
Is it not true that Lake Central has already applied for basically every- 
thing you have shown here that is connected with the Lake Central system? 
A. Iam afraid Lake Central will have to testify on that point. 
Q. You do not know whether or not that is a fact? A. No, I do not. 
Q. In other words, in preparation for this case you did not study 
the existing applications of Lake Central -- A. The only one I know of is 
from Lima to Detroit. There may be others. 
Q. Could you answer my question? Did you make any study of 
the applications which Lake Central has filed with the Board? A. Nota 
detailed study. 
Q. Did you not testify this morning in response to 


[Tr.885, Rep. Tr. 330] 
a question from Mr. Wheeler that you had made a detailed study of the 
systems of both carriers? A. Yes, Ihave, but not of Lake Central's 
future plans. Obviously that material is not in my possession. We studied 
the basic, fundamental characteristics of the two communities and de- 


cided what ought to be done to fit them together. We have no assurance 
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that the board will grant any of these routes or will even grant these 
exemptions where we need them. But it is reasonable to assume if this 
merger is approved that then the board will recognize that there are a 
few adjustments which have to be made in the route. At least to the ex- 
tent of some exemptions. And we studied the problem in the light of that 
type of an adjustment rather than what Lake Central's future plans may 


or may not be. 


mm * * x 


[Tr.890, Rep.Tr. 335] 

Examiner Pfeiffer: Do you know of any reasons why, if Lake 
Central were adequately financed, that they couldn't improve their ser- 
vice, over additional frequencies, and invest more heavily in promotional 
activities, advertising, salesmanship, and so forth, and develop the 
Ohio-Indiana route to a comparable extent as you propose to do as a result 
of the merger? 

The Witness: Obviously if they corrected all the deficiencies in 
the present operation and present management they could. But it isn't a 
question of finance. It is a question of know-how,it isaquestion of the 
size of the route, it is a question of extensive development. One think 
that is basically wrong with the route is the size of it. They are bound 
on all sides by other carriers and I feel that their only out is through 
merger or extension; and the places they can extend are rather limited. 


It is true you can make some changes in that route 


[Tr.891, Rep.Tr. 336] 
structure and I am amazed that Lake Central has not done it long before 
this, that will help the operation inasmuch as it will take people where 
they want to go. 
On the other hand, it will still be a small operation, operating 


in one Spot with little opportunity to develop long-haul traffic. 


* * * * 








[Tr.902, Rep.Tr. 347] 
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[Tr.901, Rep. Tr. 346] 
REDIRECT EXAMINATION 
x ok ke ok ok ek 
By Mr. Wheeler: 

Q. Iwill ask you now, Mr. Buttomer, this final question. Does 
North Central plan involved modifications, over flights, other changes, 
and other changes in many respects to Lake Central's system so as to 
improve Lake Central's operation? A. Yes. That is part and parcel 
of our proposal. It is basic to our proposal. It would be impossible to 
fit these two systems together without making some changes in the ser- 
vice pattern of the two airlines. Some of these could be effected without 
any modification whatever. 

For example, the route into Detroit from Kokomo. Some others 
may require an exemption and some of them will actually require a route 
certificate case. But whatever they are, as we grow into this program, 
we expect to explore them and make whatever changes seem to be in the 
public interest. Some of these, clearly there would be no opposition from 
any party such as Gary to South Bend. There is no reason why that 


couldn't be accomplished quickly on an exemption. 


[Tr.902, Rep. Tr. 347] 

There are some more that involve elements of competition and 
other carriers would require a proceeding. Whatever they require we 
are prepared to go forward. 

* ad * 

JAMES G. RAY, SENIOR 
was called as a witness, and having been first duly sworn, was ex- 
amined and testified as follows: 
DIRECT EXAMINATION 

Examiner Pfeiffer: Please be seated and give your full name 
to the reporter. 

The Witness: James G, Ray, Senior. 1507 M Street, Northwest, 
Washington. 








[Tr.902, Rep. Tr. 347] 
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Examiner Pfeiffer: Go ahead, Mr. Wheeler. 


[Tr. 903, Rep. Tr. 348] 
By Mr. Wheeler: 

Q. How long have you been in the aviation industry? A. A good 
long time. 

Q. What positions have you held in the industry? 

Examiner Pfeiffer: Wait a minute. Mr. Grisard, are you going 
to challenge Mr. Ray's qualifications as an expert? ” 

Mr. Grisard: I have known him since 1946. I think he is all 
right. 

Examiner Pfeiffer: We will pass those questions. I might say 


that I have qualified Mr. Ray in another proceeding as an expert. 
x * s * 


[Tr.913, Rep. Tr. 358] 

Examiner Pfeiffer: Is it your position that the Lake Central area 
even if improved in the manner in which Mr. Buttomer indicated, would 
not be capable of economical operation ? 

The Witness: The position that is the thing I see in it, is that the 
area of Lake Central, as it is hemmed in by the carriers around it, is 
too small to support an independent operation without a substantial sub- 
sidy for a long time to come. 

By Mr. Wheeler: 

Q. Is that the conclusion that you have arrived at from these 
exhibits? A. Yes. 

Q. Has the size and potential of the area in part determined 
operating results so far attained by Lake Central? A. Yes. I think that 
is the only conclusion that can be drawn from the study. I think itis a 
conclusion that you have to draw from the study. Beginning with NOR-108 
we show what the situation is for the year 1954 for Lake Central Airlines 
as measured by the measuring sticks for financial operating results and 


traffic density that have been developed by the board. 
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In the four columns on that exhibit we take, under financial 
operating results, the four measuring sticks and give first the local 


service average and we give North 


[Tr.914, Rep. Tr. 359 ] 
Central's ranks among the local carriers. We give what Lake Central's 
figures are for that measuring stick, and we also show what the strongest 
carrier has done. The purpose of that is to show that however you 
measure it, the operating results attained by Lake Central in this area 
have been a long way below average. We believe that that is very largely 
due to the kind of an area it is, the fact that it is just not big enough to 
Support an independent carrier and does not have the potential to support 
the independent carrier. 

This series of exhibits also shows what has happened in the past 
as far as these various measuring sticks is concerned. The first line, 
the first item on NOR-108, the dollars of operating break-even need per 
dollar of commercial revenue, is further explored in NOR-113. 

In the year 1950 you will see that actually Lake Central was above 
the local service average. And running through the years 1950 through 
1954, that position has steadily deteriorated. That is shown better on 
the graph, the following page, NOR-113-A. There the broken line is 
what the local service average has done, and the two solid lines represent 
the Lake Central, the top one, and the bottom one represents what the 
best carrier has done for those same six operating years. 

Going back to NOR-108, that is total mail pay and subsidy per 


revenue plane mile. That item is explored for 


[Tr.915, Rep. Tr. 360] 
the six-year period in NOR-111, and NOR 111A gives the same infor- 
mation on graph form. 
There again the position of Lake Central, as measured by that 


measuring stick through the years, has deteriorated. 
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The third item, dollars of total mail pay and subsidy per dollar 
of commercial revenue is given by NOR-112 and the graph that im- 
mediately follows it. 

The fourth item, total commercial revenue per revenue plane 
mile is given in NOR-110 and the graph that follows it. 

Examiner Pfeiffer: How much of this deterioration would you 
say is due to the route and how much, if any, is due to management? 

The Witness: That of course would be a very difficult thing to 
assign. It is my belief that regardless of management that particular 
area will be a difficult area for any management to operate an indepen- 
dent local service operation and do it without an excessive subsidy. 


* * * x 


[Tr.968, Rep. Tr. 411] 
By Mr. Wheeler: 


Q. Does North Central have a cold weather cost problem at 


Minneapolis? Iam referring to 170. A. Minneapolis is a pretty cold 


corner of the United States, the whole part of the United States, and it 
gets cold rather early in the fall and it stays cold rather a long time 
into the spring. 

Operating in cold weather is an added expense for any airline. 
We find that that exists in the case of the Alaskan carriers operating the 
same kind of equipment under similar conditions up there. They do have 
added cold weather costs that increase their operating expense consi- 
derably. 

We have in NOR-170, beginning with page 3 and going through 
page 7, including page 7; we have set out some of 


[Tr.969, Rep. Tr. 412] 
the actual added expenses that result from the cold weather operation 
there; that is, from having a base in a city where the weather is cold. 
Now, these Exhibits are based upon the winter of 1953 and 1954, and 


the reason for that is that this study was made in connection with the mail 


» 
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rate proceeding during the summer of 1954. 

We did not redo the study to adapt it specifically to the winter 
of 1954 - 1955, or to last winter. But had we done so, we would have had 
substantially the same results, except they would have been increased 
somewhat because the actual operation there was larger in the second 
winter than it was in the winter of 1953 - 1954. 

Examiner Pfeiffer: Will the merger increase or decrease these 
costs ? 

The Witness: If the same amount of work were done in the same 
center, these costs would not be affected, but there is a very nice opera- 
ting setup; that is, operating facility, that Lake Central has at Indianapolis, 
and a number of these -- a reasonable amount of this work that is speci- 
fied here could be moved to that center; and these costs could be gotten 
away from. 

Now, we haven't studied it to the extent that we know just exactly 
what the results here would be; that is, how much of it could be moved, 
and so forth; and none of these savings have been actually put into the 
projected savings of 


[Tr.970, Rep. Tr. 413] 
cost due specifically to the cold weather, but these are substantial sav- 
ings that would accrue to the merger, the amount of them depending upon 
the amount of the activity that was actually moved from Minneapolis to 
Indianapolis. 

Examiner Pfeiffer: I am afraid I just done understand it. You 
mean there would be less minutes per warm-up if you had a base in 
Indianapolis ? 

Mr. Wheeler: That is right. 

Examiner Pfeiffer: Is that right? 

The Witness: There would be less expenditures for those warm- 
ups, because Indianapolis is a warmer climate, and you wouldn't have to 


warm up your engine nearly so much. The wear and tear on the engine 


x 
* athe a 








[Tr. 970, Rep. Tr. 413] 
96 ‘ 


due to warming it up in sub-zero weather would be less. 





Examiner Pfeiffer: You mean you would no longer originate and 





terminate your flights at Indianapolis? You would use Minneapolis ? 
The Witness: No, that is not true. 
Examiner Pfeiffer: Then I don't understand the point. 
The Witness: Well, actually, each airplane that originates at 





Minneapolis -- each schedule that originates at Minneapolis will have to 
be handled at Minneapolis. 

As it is now, the additional aircraft, the work that is done on 
additional aircraft, the engines, the change of engines, all those things, 
are also done at Minneapolis. As 


[Tr.971, Rep. Tr. 414] 
much of that work as can be moved down to Indianapolis, there would be 
savings from that. This is an outline of what these costs are running up 
there, and we indicate that these would be less to the extent that they can 
be moved to Indianapolis. 

Now, obviously, a schedule that has to originate at Minneapolis 
to go to Duluth cannot be moved to Indianapolis; and, therefore, the re- 
sults cannot be realized. 

Now, the warm-up is probably the one that is most vulnerable 
to the concept you have or the concept that it can not very well be moved » 
from Minneapolis. Now, you take the cost of the Herman Nelson heaters 
where we have a larger number of aircraft and they are standing outside 
in the weather, the heater has to be used, and that gets into a fair 


amount of expense. 
x aK *x a 


[Tr.979, Rep. Tr. 422 | 
FRANCIS J. TRECKER 
was called as a witness, and, having first been duly sworn, was examined 


and testified as follows: 
‘a 
a Examiner Pfeiffer: Give your full name to the reporter. 
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The Witness: Francis J. Trecker. 

Examiner Pfeiffer: What position do you hold with the Milwaukee 
Association of Commerce ? 

The Witness: Iam a member of their Air Service Committee 
and have been for over ten years. 


Examiner Pfeiffer: Do you have a statement that you wish 


[Tr.980, Rep. Tr. 423] 
to make, or an exhibit that you wish to present ? 
The Witness: I wish to present the official recommendation of 
the Milwaukee Association of Commerce in which the position is taken 
that we do not comment on either of the financial arrangements, but do 


recommend that this be accomplished. 


* * a 


[Tr.981, Rep. Tr. 424] 

Examiner Pfeiffer: Very good. 

Is there anything further you would like to state at this time ? 

The Witness: No, except that from the position of industry there, 
we believe that it will be of great benefit to the industry of Milwaukee to 
have one-carrier service with the many compatible cities which we will 
be able to reach. 

My particular business has associates in other cities; and this 
will possibly have one-carrier service. And from an industrial viewpoint, 
we are very much in favor of it. 

Examiner Pfeiffer: What do you understand to be one-carrier 
service? Is that the same as one-plane service ? 

The Witness: No. It would be one-plane service. It would be one 
carrier. You would not have to change lines and go through the changing 
of ticketing entities. 

Examiner Pfeiffer: Well, I wonder if you would elaborate on that. 

Do you understand that you have to have separate tickets if you 


fly two airlines ? 


€ 





4 


[Tr. 981, Rep. Tr. 424] 
98 
The Witness: No. Very often it is the case if you make a reser- 
vation through one airline and depend on them to make a reservation for 


another airline to get you to your destination 


[Tr.982, Rep. Tr. 425] 
that you run into difficulties. I have found very often that difficulties 
occur there. And by having complete origination-to-destination ticketing 
service with one airline you are in a position to have a much better 


arrangement. I have found that through business travel. 


* * * * 


[Tr.998, Rep. Tr. 441] 
EARL S. WARD 
was called to the stand as a witness, and having been first duly sworn, 
was examined, and testified as follows: 
Examiner Pfeiffer: Please give your full name to the reporter. 
The Witness: My name is Earl S. Ward. I live at 4804 Covington 


Road, Fort Wayne, Indiana. I am the Executive Secretary of the Cham- 


ber of Commerce of Fort Wayne and "Indiana Not For Profit Corporation." 
I have for the past 27 years been engaged in commerce organi- 
zation work as a paid employee. 
Iam here to appear today in behalf of the Chamber of Commerce 
of Fort Wayne, and its 2,700 individual members, and on behalf of the 
Board of Aviation Commissioners of the City of Fort Wayne, Indiana. 


me * * * 


[Tr.999, Rep. Tr. 442] 
Examiner Pfeiffer: You are not receiving service by any carrier 
at the present time? 
The Witness: Not North Central or Lake Central. We have ser- 
vice by TWA, by United, and by Delta C&S. 
But our feeling is that service into a community of our size is 
going to depend upon the local carrier type of service, and because North 


Central has asked to provide as a starting point service of that kind in 


— 
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Fort Wayne, we favor the acquisition of Lake Central Airlines by North 
Central Airlines, for two reasons, both of which are selfish to the com- 
) munity and the organization that I represent. 


bak It would appear to us from a study of the published 


[Tr.1000, Rep. Tr. 443 | 
statements of the two airlines that North Central is in a better position 
financially to provide the service which we would like to have come into 
our community. 

Secondly, we believe that the experience of North Central has 
been more extensive and more successful than has that of Lake Central. 

I have personally checked with communities in the areas served 
by North Central, and I have found that their services are in many re- 
spects better than that supplied to our community by three major carriers. 
A case in point would be the City of Green Bay, Wisconsin, of which I 
am very familiar. And I believe they have about sixteen flights a day in 
Green Bay, Wisconsin. And that is almost as many as we have three 
carriers providing in Fort Wayne. 

And if they will do that for a community of a little more than a 
third the size of our town, we feel that if they are given the right to 
acquire this additional property that they would give us that type of 
service. 

One other point that I would like to make: As a business organi- 
zation, we are particularly interested in the conservation of public funds. 
According to the last statements that have been published and made avail- 
able, the North Central Airlines carried mail at a considerably smaller 
subsidy than did the Lake Central carriers. 


I roughly estimated that it would amount to better than 


[Tr.1001, Rep. Tr. 444] 
half a million dollars a year savings if the Lake Central route were 


flown at the same subsidy as the North Central route. 


* * * * aS 





[Tr.1002, Rep. Tr. 445] 109 
[Tr.1002, Rep. Tr. 445] 


Examiner Pfeiffer: Do you consider that you are a trade 


[Tr. 1003, Rep. Tr. 446] 


center or a tributary area? 


The Witness: Well, I didn't make that statement. 

Yes, Fort Wayne is the largest city in the northern part of 
Indiana. We have a great community of interest with all of these other 
cities. But I believe that I would be remiss in my responsibilities if I 
said that many people were going to fly from Fort Wayne to Kokomo, or 
that they are going to fly from Fort Wayne over to Mansfield. 

However, we have a great need for service to the Southwest more 
direct than we now have and through to Cincinnati and to the southeast. 
As an example, we are the main office and headquarters of the Magnavox 
Corporation. The Magnavox Corporation has plants in Greenville, North 
Carolina; and they have mother plant down there, cabinet plant, for their 
television operation. So does the Capehart Corporation have branches 
down there. 

And there is no way, gentlemen, for us to get service to the 
Southeastern part of this country by air unless we want to go to Dayton 
and then sit there for an hour and then come down to Cincinnati and sit 
there for a couple of hours and then go on. And consequently, there are 
many privately owned planes that have to fly down there when it would be 
more economical if we had service. 

I feel if this consolidation were brought about, that we would 
have that type of service into Cincinnati. And the reason I so favor 
North Central is because I know the way 


[Tr. 1004, Rep. Tr. 447] 
they have given that feeder service into the other communities up in 
Wisconsin; much more so than do the communities in Indiana have that 
service. 


Examiner Pfeiffer: Has your organization ever approached Lake 





[Tr. 1054, Rep. Tr. 495] 
102 

Central asking that they apply for service? 

The Witness: No, sir. Frankly, we didn't think that Lake Central 
was in a position to take on any further responsibilities or obligations. 

x * * * 

The Witness: * * * 

I would like to say, sir, that we have no false illusions of 
grandeur in our community, because we think we are a fine town, but 


we know that we are not going to get non-stop service 


[Tr.1005, Rep. Tr. 448] 
from there to Washington. We just do not have enough traffic to support 
it. And this is important to us. And it is important to other communities 
that we get good feeder service by responsible carriers. 

Examiner Pfeiffer: What is the trouble with the service through 
Indianapolis. Can't you make connections? 

The Witness: No, sir. There isn't frequency. There isn't fre- 
quency there by any means; nor is the service as good out of Indianapolis 
as it would be out of Cincinnati. 

I will send you a book a foot thick, if you would like to have it, 
about why we ought to have service to Cincinnati. And everybody who 
was in the case agreed with us that we should have the service, except 
that the wrong carrier asked for it. 

Examiner Pfeiffer: Which carrier is that? 

The Witness: Delta. And Eastern was there opposing them. 


* * * ok 


[Tr.1054, Rep. Tr. 495] 
SAMUEL MOISE 
was called as a witness and, having been first duly sworn, was examined 
and testified as follows: 
DIRECT EXAMINATION 
Examiner Pfeiffer: Please be seated. 


What is your position with the city of Gary? 


” 
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The Witness: I am president of the Board of Aviation Commis- 
sioners of the city of Gary. 
Examiner Pfeiffer: You have an interest in this proceeding, I 
understand ? 


The Witness: Representing the city and the region. 


«x % * * 


[Tr.1056, Rep. Tr. 497] 

The Witness: We have been asking for a schedule whereby the 
professional men and the legislators can get service. Our efforts have 
not been just sparingly. We have brought this to their attention periodi- 
cally, but we could not get them to provide a utility so that the users in 
that region could use the air line. 

We tried to get them to give us a schedule whereby professional 
men and legislators could get to Indianapolis and get back within some 
time that day. 

They refused to give us that. 

There are no flights to Chicago that would be desirable. 


In other words, I doubt if they care very much about our stop. 
* * * * 


[Tr.1057, Rep. Tr. 498] 

Examiner Pfeiffer: What makes you think it will be any better 
on the North Central? 

The Witness: Well, we have their proposal, and we have their 
schedule of proposals, if an acquisition is permitted. 

We brought to the attention of Lake Central the utility and what 
we require and the schedule set up by North Central is such, as it has 
been set forth in the schedule that we looked at, that is, the time, that 
it will give the entire Calumet region the utility it requires. 

Examiner Pfeiffer: Do you have a community of interest with 
Milwaukee ? 


The Witness: Yes, we do, because Milwaukee is a very heavy 


steel industry -- yes, we have, and we have Detroit and Pittsburgh and 





[Tr. 1058, Rep. Tr. 499] 


Indianapolis. 

Mr. Wheeler: Mr. Examiner, we have Schedule 3 here. We 
have two round-trips a day, one in the morning and one in the evening, 
to and from Detroit. 

We have two round trips a day, one in the morning and one in 
the evening to Indianapolis. We have one round-trip a day to Pittsburgh 
and one to Cleveland from Gary, and we have either ten or 12 round trips 


a day in and out of Gary in our proposal. 


[Tr.1058, Rep. Tr. 499] 

Examiner Pfeiffer: How about Chicago? 

Mr. Wheeler: We have four round trips a day into Chicago. 

Examiner Pfeiffer: Have you personally ever flown Lake Central 
into Chicago? 

The Witness: No. 

Examiner Pfeiffer: Why is that? 

The Witness: There is no accommodation to fly. The hours are 
not suitable. 

Examiner Pfeiffer: You can't make a connection out of Chicago, 
say at 7 or eight o'clock at night, going east or west? 

The Witness: Well, seven or eight o'clock in the evening would 
not bring you to the point where there is utility for use in our region. 

Examiner Pfeiffer: If I understand your position, you are not 
getting adequate local service? 

The Witness: We are not getting any service, any adequate ser- 
vice. And this is not new. The fellows that operate the line, Clifford and 
Hartman, are fine fellows, but I cannot understand why they are so de- 
void of developing the need there, unless it is the subsidy, to which I am 
of course opposed almost totally. 

I think that takes away the initiative developing transportation and 
trade, to some extent. 


Examiner Pfeiffer: You mean as long as they receive 
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[Tr.1059, Rep. Tr. 500] 
cost-plus? 
The Witness: Yes, they do not care whether they stop in Gary, 
or just fly over it. 
I think the record will show the operation is 52 percent when they 
did stop at Gary. 
Examiner Pfeiffer: Aside from possible improved service is 
there any other reason that you can think of that affects this merger, or 2 
is your sole interest improved services ? 
The Witness: That is all. My sole interest is -- I fly quite a 
bit myself, and I know from the professional men, I get calls periodically. 
As far as commercial travelers are concerned, it is a big joke 
because of the way these boys are operating commercially, so far as the 
possibility of air transportation in ar region is concerned. 
Examiner Pfeiffer: When you fly do you use chartered airplanes ¥ 
or your own plane? 
The Witness: I do not have my own plane. I fly any plane. I do 
not mean I operate one but I fly on any plane. 
Examiner Pfeiffer: Do you take air taxis ? 
The Witness: Yes. 
Examiner Pfeiffer: Do you fly up to Chicago and connect? . 
The Witness: Part time. 


Examiner Preiffer: Do you fly these air taxis to local _ 


[Tr. 1060, Rep. Tr. 501] 

points around Lake Central's route ? 

The Witness: Yes. I would if they had some accommodation. 
I would fly to Indianapolis periodically. Many professional men and legis- ‘ 
lators and those in industry call me periodically. 

Really their operation is one of the laughing stocks in our 
community and I am serious about that. 

I get it because I am called periodically. 


Examiner Pfeiffer: You want a morning flight that would take you 








[Tr. 1061, Rep. Tr. 502] 
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to Indianapolis, transact your business and take you back the same day. 
Is that it? 

The Witness: Many of the legislators and business people want 
it. We have been trying to get it ever since the first flight they made 
from Gary, which I was on, but they can't. 

Examiner Pfeiffer: All right. 

Mr. Wheeler, do you have any questions? 

Mr. Wheeler: Yes. 

Examiner Pfeiffer: Mr. Wheeler is representing North Central. 

Mr. Wheeler: I was just looking for our morning flight, Mr. 
Examiner, andI am going to ask him if that would be satisfactory. 

Just a moment. 


(Pause. ) 


[Tr. 1061, Rep. Tr. 502] 

The Witness: And incidentally they may be prohibited from land- 
ing if they do not pay their arrears, for operating. They are almost six 
months in arrears, $1250. The last time we were almost eight months 
trying to get a check from them for operating. 

Examiner Pfeiffer: Let me ask you this question, Mr. Moise, 
while we are waiting for Mr. Wheeler. 

Let us suppose this merger was disapproved by the Board. Lake 
Central under its permanent certificate would continue operating to your 
area. As a business man, would you invest in the stock of Lake Central 
Air Lines to bring new capital into that company so they could provide a 
better service? 

The Witness: No, not with their past service. 

I could not invest in that kind of an operation as it is operated 
now. The community has lost confidence in their operation. I mean the 
users in that region, and I would be -- it would be a poor risk for me to 


invest in Lake Central if their stock was available. ‘ 
* * * * S 
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Mr. Wheeler: I have a flight, Mr. Examiner, North Central's 
proposed flight No. 2, which gives Gary -- this is in my Phase 3 opera- 
tion -- leaves -- 


Mr. Wenner: Would you explain what Phase 3 means to 


[Tr. 1076, Rep. Tr. 517] 
ROBERT P. O'MALLEY 
was called as a witness, and having been first duly sworn, was examined 
and testified as follows: 
DIRECT EXAMINATION 

Examiner Pfeiffer: Please he seated and give your full name 
and position that you hold with the city? 

The Witness: The name is Robert P. O'Malley. Iam a member 
of the Board of Aviation Commissioners of the city of Gary, representing 
that body in support of Mr. Moise's position, and also a member of the 
Board of Directors of the Chamber of Commerce, and as well, the owner 
of the Gary Travel Bureau, the largest sales agency for air transporta- 
tion in the Calumet area. 


* * * * 


[Tr. 1081, Rep. Tr. 522] 
Examiner Pfeiffer: Tell me what will be so special about the 
DC-3 service, which flies out of Chicago and so forth, that will persuade 
you to tell these 25 people 


[Tr.1082, Rep. Tr. 523] 
on North Central's service rather than Lake Central's service? 

The Witness: The affiliation between Gary and Detroit being as 
strong as it is, and with a person needing to travel between the two points 
a man has now to backtrack from Gary possibly an hour and a half or 
two hours by ground transportation to Chicago and then go back up to 
Detroit. 









[Tr. 1083, Rep. Tr. 524] 
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If we have the services proposed by Lake Central in existence 
today, we would have a man originate his flight to Gary and go to 
Detroit, without requiring him to backtrack one hour and a half to 
Chicago. 

Examiner Pfeiffer: What schedule is that, Mr. Wheeler? 

Mr. Wheeler: We have the schedule to Detroit, going from Gary? 

The Witness: There is one flight, 801, originating at 821 at 
Gary to Detroit, arriving at 10:28. 

Mr. Wheeler: That is the fifth column on the first page. 

Examiner Pfeiffer: This is Phase 3. 

Mr. Wheeler: That is right. The fifth column on the first page. 

It is also in Phase 2, Mr. Examiner. 

The Witness: There is also a return flight which would permit a 
man to go from the area to Detroit in the morning, complete his business, 
and return after the business hours of the day, thus saving him perhaps 


three hours transportation 


[Tr. 1083, Rep. Tr. 524] 
time into Chicago, and back out to Gary. 
By Mr. Wheeler: 

Q. What is the community of interest between Gary and Detroit? 
A. The steel producing facilities -- and at Gary they are the world's 
largest, by the way, and the steel using facilities of the Detroit manu- 
facturing area. 

In addition to that we have some interest with the Milwaukee in- 
dustrialized area. I might say Allis Chalmers is quite a consumer of 
steel, as is A. O. Smith. That is in reference to U.S. Steel. 

And in,addition the Budd Company, who are manufacturers of 
rialroad cars, need the service for their connections in the east. 

Their management is in the eastern area. 

I mentioned A.O. Smith in Milwaukee. There is International 
Harvester also. And the Nash frames made in Kenosha, which has a 


direct affiliation with the steel-producing facilities. 
4 | 
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[Tr.1237, Rep. Tr. 676] 
FRANK BUTTOMER 
was recalled as a witness, having been previously sworn, was further 
examined and testified as follows: 
DIRECT EXAMINATION 
By Mr. Wheeler: 


% * 


[Tr.1243, Rep. Tr. 682] 

Q. Now, Mr. Buttomer, would you turn to Lake Central em- 
ployees -- LCES -- Exhibit No. 514? A. Yes. 

Q. What is the implication of this exhibit? A. Well, the impli- 
cation of this exhibit is that the value of Lake Central has some improved 
Since the time of the original contract that the purchase price is no longer 
adequate. 

Now, again what the exhibit says is not so important as the im- 
plications it makes. 

In the first place, there would not have been anything to sell, if it 
had not been for the North Central agreement. 

The Weesners had tried to peddle the air lines all over the in- 
dustry and the only taker was North Central and the Board knew that at 
the time it reissued the Lake Central certificate, so, so far as the value 
improving to the point where our price was obsolete, there would not 
have been any value had it not been for the existence of that contract. 


ae * me * 


[Tr. 1260, Rep. Tr. 699] 
Q. Would you now turn to LCES 525, Mr. Buttomer? A. Yes. 
Q. What observations do you have with respect 


[Tr.1261, Rep. Tr. 700] 
to this exhibit? A. Well, this exhibit holds that integration of the two 
companies would be practically impossible, and the reason given is the 
extremely high feeling that exists between the employees and their atti- 


tude to this company. 
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Personally we do not recognize that as any hoStile attitude. We 
think in the first place most of the hard feelings emanate from the officers 
group and not from the employees’ group. 

As we pointed out yesterday, the employees will be somewhat 
better off working for a larger and stronger company. Our wage stan- 
dards are a little higher. They would have the benefit of that. 

They would have any other benefits we have for our own em- 
ployees, which as the companies grow will become larger. 

We feel any ill feeling that exists will actually die off very quickly 
when the employees see they are at least as well if not better off and the 
worst that could happen is if an employee had to move to another domicile, 
which very often happens in this buSiness, whether you work for another 
company or not. 

@. Would you turn to Exhibit LCES No. 542? A. Yes. 

Q. Will North Central's service to Lake Central's smallest 


cities deteriorate if the application were approved? 


[Tr. 1262, Rep. Tr. 701] 
A. No, that is ridiculous. It would be improved. We are specialists 
in short haul service. Good faith is our record for what we have done 
in our communities. 

Since the record is full of that, I won't even repeat it. However, 
the point this exhibit tries to make is that we are approaching the struc- 
ture of a trunk line and therefore our treatment of these communities 
will be very much like that trunk lines in the past. That simply is not 
true. 

We are dedicated to the type of service we propose to give here 
and the record abundantly supports the principle we are trying to give 


them a high level of service, just as we are trying to do in this case. 


But the record we have here is inappropriate. 
* * * *x 






































[Tr. 1266, Rep. Tr. 705] 110 
[Tr.2266, Rep. Tr. 705] 
Q. You have Dunn and Bradstreets' reports for both companies ? 
A. Yes, I have them in my brief case. 
Q. What does that rating show? A. It shows North Central is a 
considerably better risk. ‘ 
Examiner Pfeiffer: Do you wish to offer those in evidence ? ‘Y 


Mr. Wheeler: Yes, we do, sir. 


* *x * ae 


[Tr. 1271, Rep. Tr. 710] “ 

Examiner Pfeiffer: Just a minute. That may be in a different 
category. 

That is Exhibit 563. Is that North Central's ad? 

The Witness: Yes. 

Examiner Pfeiffer: You do not deny you prepared that and in- 
serted that in the paper? 

Mr. Wheeler: No. We don't deny that. 


* * * * 


[Tr. 1284, Rep. Tr. 723] 
CROSS EXAMINATION 
cd * * 
By Mr. Grisard: 

Q. You also testified, Mr. Buttomer, that with reference to 
your rebuttal of Exhibit LCES 525, that you did not think that the strained 
relations was a system-wide thing in Lake Central, but emanated mostly 
from the management and officer group? A. Yes, sir. 

Q. Do you know how many Lake Central employees are stock- 
holders? A. Yes. 

Q. Is it not approximately 160? A. I believe it is precisely 160. 

Q. Out of a total of some 300 employees? A. Yes. 

Q. Do you have reason for stating that any of those 162 em- 
ployees are in favor of the acquisition? A. I have no knowledge of that. 

Q. Do you think that any adverse relationship we have with the 


employees was incited by the management group, including the group 






‘ A, 


o 


[Tr. 1350, Rep. Tr. 787] 
isd 
that bought the stock? A. No. 
Q. You have no basis for that belief, do you? A. No, sir, ex- 
cept the attitude of management. 
Q. You do not know whether the 160 stockholders are opposed, 
individually and wholly -- 


[Tr.1285, Rep. Tr. 724] 
A. Oh, yes, sir, Iam quite sure they are. They would not have insti- 
tuted this proceeding. They have a financial interest that goes beyond 


that of employees. They have a property interest in the issue. 


* * * * 


[Tr. 1298, Rep. Tr. 735] 
JAMES RAY, JR. 
was recalled as a witness and, having previously been duly sworn, was 
further examined and testified as follows: 
REDIRECT EXAMINATION 
By Mr. Wheeler: 
Q. Would you turn to North Central exhibit 178? Will you tell us 
the cost savings and expense, Mr. Ray, Jr., in phase 2 operations for a 
future year compared with Lake Central's experience? A. Reference 
is made to page 1 of North Central's exhibit 178. In the 6th column we 
have a forecast future year's operating expense for the Lake Central . 
system of 88.79 cents per mile, which is a decrease of 27.01 cents per 


mile over Lake Central's experience in the second quarter of 1955, 


[Tr.1350, Rep. Tr. 787] 

Examiner Pfeiffer: In the traffic forecasts, which I understood 
were made by your partner -- by the way, did you review those forecasts 
with him ? 

The Witness: Not avery great deal. I am generally familiar 
with them. 


Examiner Pfeiffer: He forecasted a 10 percent growth in the 





[Tr. 1350, Rep. Tr. 787] 
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traffic on this route ? iz 
The Witness: Yes, Sir. t 
Examiner Pfeiffer: Most of the increase in traffic was attributed 
to additional schedules. Is that right? 
The Witness: On his forecast he has an increase in service both 


en 9 


from the standpoint of volume and quality. 

Examiner Pfeiffer: Advertising and promotion? 

The Witness: Yes. 

Examiner Pfeiffer: As I see this case, putting the vagaries of 
the business cycle aside which, as I understand it we agree is only a 10 
percent factor in the traffic forecast, the combined -- . 


[Tr. 1351, Rep. Tr. 788] 

Mr. Wenner: If I may correct you, that is on the up side. If 
the business cycle went down it could be more. 

Examiner Pfeiffer: I understand. The integrated system costs 
would go down per mile substantially, but they would increase dollar- 
wise also very substantially. Over a million dollar, I think it was. Is 
that right? 

I guess we could go back to page 1 of exhibit 178. 

The Witness: The actual increase in the second phase -- 

Examiner Pfeiffer: Is about $1,100,000, isn't it, in costs? 

Mr. Wheeler: That is about right; 2.2 to 2.3. “s 

The Witness: That is the increase over what Lake Central ex- 
perienced in the year ending June 30, 1955. 

Examiner Pfeiffer: That is right. And in order to offset that in- 
crease you are depending upon a very heavy traffic increase resulting 
from growth, but principally from additional schedules and better sales- 
manship or promotion. Is that right? 

The Witness: Additional and improved schedules; yes, sir. 

In other words, there is -- Iam afraid you are leaving out inte- 


gration, the fact that one-plane service is available to more pairs of 


ae 
~ a . ‘ 7 Py : 
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points than is presently available. That also is a factor. 


Examiner Pfeiffer: Which is going to come first: 


[Tr.1352, Rep. Tr. 789] 
increased schedules or the traffic ? 
The Witness: In the phase 1 we have improved schedules, that is, 
the integrated schedules, where we have more pairs of points giving one- 
plane service. So therefore there would be some increase in traffic in 


phase 1 before the additional schedules were put on in phase 2. 


Examiner Pfeiffer: I am not sure that you and I see eye to eye on 


this. It is true, isn't it, that management policy is to increase the 
schedules to develop the traffic ? 

The Witness: Yes, sir. The increase in the schedules will come 
first. 

Examiner Pfeiffer: And integrating the schedules will also de- 
velop the traffic. So that you will incur the costs and you hope that you 
will secure the revenues. 

The Witness: That is right. 

Mr. Wheeler: In phase 2 you are speaking of ? 

The Witness: The integration would occur in phase 1. 

Mr. Wheeler: But there would be no cost. 

Examiner Pfeiffer: No additional schedules. The additional sche- 
dules would occur in phase 2. What happens if you are not quite as suc- 
cessful as you hope, and we certainly hope that if the merger were 
approved that you would be successful. Let us suppose the best doesn't 
come out of this. 

The Witness: Revenue-wise ? 


[Tr. 1353, Rep. Tr. 790] 
Examiner Pfeiffer: Revenue-wise. 
The Witness: There would have to be a reduction in frequency 


of schedules. 
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Examiner Pfeiffer: You would have to reduce your schedules in 
order not to get into this $1, 100, 000 additional expense position? 

The Witness: That is right. 

Examiner Pfeiffer: And when you reduce your schedules your 7 
unit costs increase over what you forecast ? 

The Witness: Yes. The unit costs would not change substantially 
until a reduction went all the way down to something less than Lake 
Central has at the present time. They would increase a little. 

Mr. Wheeler: When you reduce them the amount of your subsidy 
reduces. In other words, it will cost you -- in phase 1 we forecast 600- 
odd-thousand dollars saving in subsidy, whereas here we are only fore- , 
casting $400, 000. So the government would be better off under those 
circumstances in that sense. 

Examiner Pfeiffer: If it reduced all the way down. 

Mr. Wheeler: Yes, but the public would be worse off. 

Examiner Pfeiffer: But inasmuch as you would put these schedules 
on first in order to achieve the traffic, the cost may be incurred before 
you realize that the traffic hasn't been fully generated in accordance with 


your hopes, and then 


[Tr. 1354, Rep. Tr. 791] 
you would have to adjust downward so that it is not at all certain that 
you would have a higher saving as you forecast in phase 1 and following. “y 
Mr. Wheeler: The exact timing of when these schedules will be 
put in is left somewhat indefinite. It will be between three and five 
months. Obviously the company will break the groundwork and make an 
intensive program of expenditures before they will put it on. We will 
go into a sales campaign and traffic work and so on before they would 
put the schedules on. That is the way I understand it. 
Examiner Pfeiffer: I think I have all the facts. 


Are there any other questions of the witness? 


Mr. Wenner? 
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Mr. Wenner: Yes, one raised by your questions, Mr. Examiner. 
RECROSS EXAMINATION 
By Mr. Wenner: 
Q. Did North Central relinquish the Fargo route? 
Mr. Wheeler: North Central didn't relinquish it. The Board 
didn't renew it. 
By Mr. Wenner: 
Q. Was traffic over that route lower than average? Lower than 
the average for North Central's system? A. It was low. 
Q. In your opinion, on the basis of studying the exhibits and the 


testimony which you have heard, if the 


[Tr.1355, Rep. Tr. 792] 
schedules on that route had been increased would the traffic have in- 
creased considerably? A. Another factor in that would have been taking 
the trunk line out of Fargo. That would have made it a much better route. 
Just increasing the schedules I don't know. 
Mr. Wheeler: That is something Mr. Ray, Sr. should be asked. 
By Mr. Wenner: 

Q. You don't know whether it would have increased the traffic 
over what it formerly had been? A. If the trunk line was taken out it 
would. 

Q. Assuming conditions remained the same? A. I don't know. 

I don't think it would have been a real big increase with an increase in 
schedules. There would have been some increase. 


Q. But not much? A. I don't know how much. 


* cS * * 


[Tr. 1390, Rep. Tr. 827] 
DR. M. M. ER SELCUK 
was called as a witness and, having first been duly sworn, was examined 


and testified as follows: 





[Tr. 1390, Rep. Tr. 827] 
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DIRECT EXAMINATION 


mK x * 


[Tr. 1393, Rep. Tr. 830] 
By Mr. Grisard: 
Q. Will you state your name and residence address to the re- 
porter? A, M. M. Er Selcuk, 2238 Union Street, Lafayette, Indiana. 


Q. What is your position with Lake Central, Dr. Er Selcuk? . 

A. Iam in charge of economic research. . 
* * * * 

[Tr.1397, Rep. Tr. 834] . 

A, * * * There are certain basic characteristics of the Lake , 


Central region. We find this region has cornerstones of Chicago, 
Detroit, Cincinnati, Pittsburgh, and Buffalo. Of 


[Tr. 1398, Rep. Tr. 835] 
these Detroit and Buffalo are not within our present service, but we hope 
to get to those places and as I shall point out with my exhibits, Detroit 
is essential to the economy of Lake Central and this point already has 
been illustrated, well illustrated by experts of North Central Airlines. 

A second characteristic of the Lake Central service area is that 
this area is rapidly developing, developing at much faster rate than the 
nation as a whole, and developing at a faster rate than the two heart 
states of North Central. Between 1949 and 1954 the retail sales in the 
State of Indiana increased 31.2 percent; in the State of Ohio they in- 
creased 31.6 percent, in contrast to an increase of 21.4 percent in 
Minnesota, 25.8 percent in Wisconsin, and 30.3 percent for the United 
States as a whole. 

The population between 1950 and 1955 increased in Indiana 8.7 
percent, in Ohio 7.6 percent, whereas in Minnesota only 4.4 percent, 
and Wisconsin 4.5 percent. 

These figures make it very clear that the economic opportunity 
of the Lake Central area is not limited whatsoever. but this opportunity 
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is expanding by the virtue of the economic development as shown by the 


retail sales expansion and also population. 
* * * * 


[Tr. 1413, Rep. Tr. 848] 

Q. Dr. Er Selcuk, I believe when you discontinued yesterday, 
you were, I believe, discussing Exhibit NOR 71 at page 7, is that correct? 
A. Yes. Yesterday we established on a scientific basis the differences 
in climate, in agriculture, fauna and flora. Today we shall establish 
differences between the North Central and Lake Central area, and the 
location of plants. This is still as an answer to North Central Exhibit 
71, 22 pages of Exhibit 71. 

Obviously, it would be very difficult to take all the industries in 
the country and locate each plant and make comparisons. I have taken 
only a few industries which are given in Exhibit 352, 354.1, 355.1, 
355.2, 367.0. When we look at the location of the rubber industry, we 
do find this industry is concentrated mostly in the Lake Central area, 


and there 


[Tr. 1414, Rep. Tr. 849] 
are only very few plants of the rubber industry in the States of Minnesota 
and Wisconsin. 

Examiner Pfeiffer: Let me see if I understand your position, 
Doctor. Suppose all the rubber plants are in the Lake Central route, and 
all the automobile plants are in the North Central route, is it your con- 
tention that there would be no community of interest between those routes ? 

The Witness: No, sir. Iam merely answering NOR 71. 

Examiner Pfeiffer: I know. Let us suppose you are entirely cor- 
rect in everything you say, that there are differences between these route 
areas -- one is warmer than the other, in the north we have dairy far- 
mers, in the south we have corn farmers -- Lake Central seems to have 
all the rubber plants, and all the oil refineries, what is the significance 


of that? Does that mean that you could not integrate those two areas 


a 
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under one airline route system? You must have a route system where 
an airline serves only the corn farmers and they could not serve the 
dairy farmers? 

The Witness: We have not argued that, Mr. Examiner. The 
argument of North Central was similarity of the two areas. If you are . 
willing to accept that, there is no similarity of the two areas, then 
there is no sense for me to testify. If that is clear to you and to the 
Bureau and everybody else here, obviously I will not take any of your 
time. 

Examiner Pfeiffer: How about that, Mr. Wheeler? Would 


[Tr. 1415, Rep. Tr. 850] v 
you concede that there are differences in those areas? 

Mr. Wheeler: There are differences as well as similarities, Mr. 
Examiner. We are not attempting in our exhibit to say that everything in 
the North Central area was identical to the Lake Central area. We pointed 
out that there were similarities in the area. Probably the closest or the 
best evidence of the interrelation of the areas is the passengers that 
flow between the areas. The other exhibits were built up as corroborating 
evidence. 

Examiner Pfeiffer: We are less interested in geography and 
economic indices and climate, and so forth, per se, than we are in the 
traffic flow and the community of interest between these areas. It is 
that that I wish you would direct your attention to. The question is, can 
these two route areas integrate? I would assume that your side of the 
case says no, and North Central has already said yes. If you can con- 
centrate on that issue and show us why there is no community of interest, 
and why each economic area is self-sufficient and needs no transportation 
between them, I think you will have supported your position. 

The Witness: All right. I shall direct my testimony to the traffic 
aspects rather than merely the location aspects. This we were planning 
to cover later, but I shall cover it now. 





[Tr. 1417, Rep. Tr. 852] 
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Examiner Pfeiffer: Very well. 


[Tr.1416, Rep. Tr. 851 | 

The Witness: It is a generally accepted principle that when a 
firm has several plants, that has more community of interest between 
these plants, rather than the plant of one firm with the plant of another 
firm -- 

Examiner Pfeiffer: In the same industry ? 

The Witness: In the same industry. Likewise, the firms with 
Similar industries have more community of interest with each other than 
between firms in opposing industry. That is to say, there would be very 
little interest between dairy industry and the steel industry, between 
cheese making and sheet plate making. There would be a great deal of 
community of interest between the glass industry and the chemical in- 
dustry, because they do use each other's products. Caustic soda in the 
glass making is an essential item, and this comes from the chemical 
industry. 

If we do look at the exhibits of the glass industry, we find that 
the location of the glass plants are in certain parts of the central area, 
and these locations are oriented towards the chemical plants, which 
are not given, unfortunately, in this exhibit. But the center of the 
chemical industry of the nation -- the centers of the chemical industry 
of the nation happen to be Buffalo, Niagara Falls, Pittsburgh, Charleston, 
Toledo, Chicago, Whiting and St. Louis. It is between these corners we 
do find the glass industry. It is not because the North Central area 


does not have any 


[Tr.1417, Rep. Tr.852] 
glass making sands that you do not find glass making there. It is be- 
cause related industries to glass making do not exist. 
Therefore, a man who is in the glass industry is not going to 


take a trip from Muncie to Minneapolis to buy chemicals, because 





[Tr.1417, Rep. Tr. 852] 
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Minneapolis is not, again, one of the chemical centers. I am not saying 
that he is not going to take any trip. He will. 

Examiner Pfeiffer: Will he go to Detroit to sell glass to an auto- 
mobile maker ? 

The Witness: He may, although Toledo will probably do that 
more than Muncie. Obviously there will be people, or salesmen, going 
from one area to another. This we are not refuting. But the basic 
problem is, where is the most community of interest. Where is it 
centered? We are not saying that there will be no people moving 
throughout the country. 

Whether the North Central area is closely related to the Lake 
Central area, or related to some other place, or Lake Central Area to 
be related to the east or to the west, if the decision is going to be on the 
basis of the community of interest, and if on the basis of community of 
interest we are going to find that the taxpayers’ money is to be saved, 
then obviously Lake Central area is connected more to the east, anda 
merger with Allegheny would be the most sensible thing 


[Tr. 1418, Rep. Tr. 853] 
to do -- although I am not arguing for such a merger. I am weighing 
the relative merits of community of interest, the number of passengers, 
where do they go from the Lake Central area, do they go north, east 
or south. 

So much for the glass industry. If I am to take the steel industry, 
location of the blast furnaces, I find with the exception of one unit of 
blast furnace in Duluth, the rest of the blast furnaces on this map are 
located either in the Lake Central territory or farther to the east. Why 
the significance of the blast furnace? The Blast furnaces produce pig 
iron that is used in steel making. People do move from the blast fur- 
nace centers to the steel centers and vice versa. 


* * * * 


Examiner Pfeiffer: On the record. Proceed, Doctor. 





a [Tr. 1420, Rep. Tr. 855] 


[Tr.1419, Rep. Tr. 854] 

The Witness: If you look at the location of the steel mills in the 
country, you find the cities served by Lake Central today contain 55. 54 
per cent of the total steel capacity of the nation. The cities that are 
considered within the economic region, as I have described yesterday, 
contain 72.5 per cent of the total steel capacity of the nation, according 
to the latest figures with steel capacity assumed at 125.8 million tons. 

Examiner Pfeiffer: The economic region as you defined it yes- 
terday, could we have that once more? 

The Witness: Yes. The economic region as we defined it yes- 
terday is shown under Exhibit 301. 

Examiner Pfeiffer: Thank you. That includes the additions. 

The Witness: Yes. 

Examiner Pfeiffer: Thank you. 

The Witness: If we turn to Exhibit 391.1, which shows the rail 
shipments of steel sheet for one day, prepared from the article by 
Edward L. Ullman, entitled, ''The Railroad Pattern of the United 
States''", published in "Readings in the Geography of North America", 
by the American Geographic Society, New York, 1952, pages 414-428. 

This exhibit clearly indicates which directions the steel moves. 
The generally accepted maxim is that passengers follow the trade. If 


this is correct, then the movement of 


[Tr.1420, Rep. Tr. 855] 


steel is from east to west from territories of Lake Central and Allegheny, 


and there is very little movement of steel northward into Minnesota, or 
into Wisconsin. 

Here Iam tying the location of steel with the utilization of steel. 
It is true there are places such as Detroit, which we consider within 
our economic sphere, that require a great deal of steel, but this steel is 
being manufactured more and more in the Detroit area. 

The total capacity for steel production in the Detroit area in the 
year 1951 was 4,789,940 tons. In the year 1955, four years later, it 





[Tr. 1420, Rep. Tr. 855] 
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had climbed to 6, 783,000 tons. In other words, the share of steel 
capacity of Detroit in the nation has increased from 4.98 per cent in 
1951 to 5.39 per cent in the year 1955. 


x * * 


[Tr. 1464, Rep. Tr. 899] 
JOHN R. PAULSON 

was called as a witness and, having been first duly sworn, was 
examined and testified as follows: 

DIRECT EXAMINATION 

By Mr. Grisard: 
Q. Dr. Paulson, are your qualifications set forth at page 2 of 

Exhibit LCES 456? A. Yes, that is correct. 


* * oe 


[Tr.1465, Rep. Tr. 900] 

Q. How many employees did Lake Central have at the time this 
stock was made available to the employees? A. Two hundred fifty- 
seven employees as of the 1st of October 1954. The stock was offered 
to the employees shortly after that date. I believe it was in the month 
of October. 

Q. How many of the employees purchased the stock? A. One 
hundred sixty-two. 

Q. Can you state for the record what the average holding of each 
employee was? A. I don't know the exact figure. It was just a little 
less than 500 shares per employee, on the average. 

Q. Can you tell us how many different individuals are listed as 
employee stockholders in Exhibit LCES 451? A. One hundred sixty-five. 

Q. And as of approximately the same date, can you tell us how 
many total employees Lake Central had? A. Three hundred twelve. 


[Tr. 1466, Rep. Tr. 901] 


* * 1 * 


Q. Can you state whether or not, to your knowledge, you are the 
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[Tr. 1474, Rep. Tr. 909 | 


only doctor of psychology in personnel work in the local service industry? 
A. To the best of my knowledge, that is true. 

Q. Now, with reference to Exhibit LCES 463,can you tell us 
something of the topic which is assigned IIla., that is, utilization of 
specialized knowledge, director of personnel? A, Let me answer it 
this way: that it is true that Iam director of personnel and it is true 
that Lake Central does utilize my specialized knowledge in industrial 
psychology, which was my major in school. The extent to which that 


is used, 


[Tr.1467, Rep. Tr. 902] 
if you would like me to get into that at all, I would be happy to. 


* * * * 


(Tr. 1474, Rep. Tr. 909 | 

Q. With reference to Exhibit LCES 525, Dr. Paulson, have you 
any detail to add to that exhibit, based upon your own experience with 
Lake Central? A. Let's take the last line of that exhibit: 

"The period of pendency of the matter has been one of extremely 

strained relations." 

I can say that, in my opinion, the relations are just what it says 
here, strained, extremely strained. 

Examiner Pfeiffer: Is this between the employees of Lake 
Central, I mean employees of North Central, or is it between the em- 
ployees of Lake Central and management of Lake Centra, or is it just 
between the respective managements. 

The Witness: I would say largely, let's start it from the first one. 

Between the employees of Lake Central and the employees of 
North Central, I would say they are most strained. Those are the direct 
day-to-day, face-to-face relationships. They are bad, they are not 
good. 

The relationship between Lake Central personnel generally and 


North Central management, in fact I wouldn't know what to 


>’ 
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[Tr. 1475, Rep. Tr. 910] 

answer. I would say it would be somewhat less. However, it's not 
something that the employees of, say, our common Stations, South 
Bend for instance, come into contact with very much. 

Examiner Pfeiffer: Was your answer to my first question re- 
lated to the experience of common Stations? 

The Witness: Yes, and experience of other employees when they 
visit those common Stations. 

Examiner Pfeiffer: And between the management ? 

The Witness: Well, between the managements I don't believe 
enters into this particular question here, what the feeling is there. 

By Mr. Grisard: 

Q. Have you concluded your answer on that exhibit, Doctor? 
A. Well, I would just like to add that with the merger to take place, I 
expect that there would be a period of rather poor morale, rather high 
turnover, rather general animosity, let's say, but for how long this 
would last I certainly couldn't predict whether it would be one day or a 


year. It would be impossible to say. 


* * * 


[Tr. 1529, Rep. Tr. 964] 
Examiner Pfeiffer: I was a little puzzled about this, the effect 
of this LCES 563, that is, the North Central ad, on the morale? 
The Witness: Yes, sir. 


Examiner Pfeiffer: Was the consensus of employees that they 
lost confidence in Lake Central or that they opposed being integrated with 
North Central? I think you said both at one time or another, and I am 
not sure what the consensus was. 

The Witness: I would say that the consensus was a logs of faith 
in present management. 

Examiner Pfeiffer: It isn't that they oppose the merger but that 
this had a tendency to persuade them that their own management was no 
good ? 
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[Tr. 1530, Rep. Tr. 965] 
The Witness: Yes, that is true. 
* * ate * 
Examiner Pfeiffer: Back on that morale question again, did you 
discern a difference in the attitude of employees who are not stock- 


holders, as compared with those who were stockholders ? 


[Tr.1539, Rep. Tr.972] 
* * * 5 
DONALD S. GETCHELL 
was called as a witness and having been duly sworn, was examined and 
testified as follows: 
DIRECT EXAMINATION 
By Mr. Grisard: 
Q. Mr. Getchell, will you state your name for the record? 
A. Donald S. Getchell. 
Q. Would you state your resident address to the reporter, Mr. 
Getchell ? 


[Tr. 1540, Rep. Tr.973] 
A. 139 North Center Street, Plainfield, Indiana. 

Q. And your qualifications and experience are set forth in ex- 
hibit LCES 455, pages 3 and 4? A. There are one ortwo minor modi- 
fications or corrections to that which should be made. 

Q. Will you make those now, please? A. The title in the first 
line should be "Vice-president, Traffic and Sales."" The number of 
years airline experience should be 18 rather than 16. And on page 4, 
the record does not specify that I have been vice-president, traffic and 
sales, from March 1958 to the present date. 

* * * * 

Q. Would you turn to exhibit 525, please? May I ask first of 
all over what segment of the personnel of Lake Central do you have super- 


vision? A. Approximately 50 percent of the personnel, involving the 


a 
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personnel that might be termed the passenger service personnel, the . 
station personnel, including reservationists, ticket agents, station 


managers, and 


[Tr. 1541, Rep. Tr. 974] 

also including the stewardesses and in-flight service and in addition to 
that of course the immediate employees in the traffic department. 
Approximately 150 employees. “ 

Q. With reference to the narrative statement in exhibit 525, 
would you consider that an accurate statement with regard to the per- 
sonnel that you supervise, and first of all, would you state the basis 
for your opinion on that question? A. I would consider it a reasonably 
accurate statement based on what an employer knows of his employees in 
dealing with them over a period of approximately six years. 

Mr. Wheeler: Mr. Examiner, I wonder if we don't need -- 
certainly this is not expert testimony. This is opinion evidence on this 
matter. I wonder if it is not objectionable. I wonder if what we need 
is the specific quotations from the employees, the specific testimony, 
if you think it is not objectionable, on which this opinion is based. 

Examiner Pfeiffer: That is right. It is not for you to draw the 
conclusion on the state of the mind of the employees. Just tell us what & 
they told you. If they made any complaints, or whether they were satis- 


fied, or just what they said. We will draw the conclusions. 


[Tr. 1542, Rep. Tr. 975] 

The Witness: During the past four years I have had close con- 
tact with the 150 employees that are working for me. During that period 
of time I have had many instances -- and I can only classify it as many -- 
of employees coming to me and making the flat statement that they 
would never work for North Central Airlines. 


There are other observations which I can't state specifically, but 


which carry that general tone of conversation. 





[Tr. 1543, Rep. Tr.976] 
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Examiner Pfeiffer: Did they give any reason for their statement? 

The Witness: Yes, they gave a lot of reasons. But I don't believe 
I could quote them directly. 

Examiner Pfeiffer: Can't you give us any? Didn't they give you 
any reasonable basis for their conclusion ? 

The Witness: It would of course only be my opinion of the sum- 
mation of the -- 

Examiner Pfeiffer: That is just it, we don't want your opinion. 
We want what they told you. Didn't somebody say, "I wouldn't work for 
North Central Airlines because. .''? 

The Witness: Yes, sir. 

Examiner Pfeiffer: Well, because what? 

The Witness: I am reluctant to put it on the record. 

Examiner Pfeiffer: Let's not be reluctant to put it on the record. 


We want a full and complete record here. 


[Tr. 1543, Rep. Tr.976] 

If there is something in this we want it. If you don't give me a full and 
complete record, I will disregard the whole testimony. So let's have it. 

The Witness:* The reasons given were, "They don't like North 
Central Airlines’ operating methods, the methods of dealing with the 
public, the methods of handling passengers, "' and subsequently, of 
course, other matters came up which, in connection with other exhibits 
we have in here, which were also commented on individually in that 
general regard. 

Examiner Pfeiffer: Mr. Grisard, . do you want to take up the 
examination as to the details ? 

Mr. Grisard: Yes. 

Examiner Pfeiffer: Please do. 

By Mr. Grisard: 
Q. Mr. Getchell, could you describe an incident occurring at 


the Chicago Airport? First tell us approximately when it did occur? 


eo 
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Mr. Wheeler: Mr. Reporter, before we leave that, I would like 
to get those reasons. Would you read that back to me? 
Examiner Pfeiffer: Read it, please. 
(Answer read. ) 
By Mr. Grisard: 


Q. Irefer you to an incident in the Chicago 


[Tr. 1544, Rep. Tr.977] 


terminal. Do you have that in mind? 


* * * 2K 


[Tr. 1545, Rep. Tr. 978] 

A. We have two reports, two specific reports, although I can't 
relate them to an individual by name. One is a stewardess from North 
Central Airlines boarding the Lake Central Airlines' flight at the ramp 
in Chicago, and examining the interior of the aircraft and advising the 
Lake Central stewardess who was on board the flight, on board the air- 
craft, that a number of changes would be made when North Central takes 
over. 

The second one that I remember is the incident when North 
Central placed their proposed route extensions on the map in the Chicago 
terminal and the North Central personnel contacted LakeCentral personnel 
at the Chicago airport and, in the words of the personnel there, sub- 
jected them to ridicule and generally lowered the morale of the station 
personnel. 

Q. Do you recall any incident at Cincinnati? A. Yes, but that 
is quite some time ago. An incident was reported to me by my Cincinnati 
personnel of North Central personnel circulating the system, as far as 


Cincinnati, and discussing with Cincinnati personnel 


[Tr. 1546, Rep. Tr.979] 


union provisions in North Central, and generally instilling a certain 


amount of fear into the Cincinnati personnel of their future with Central. 





& 


[Tr. 1547, Rep. Tr. 980] 


Mr. Wheeler: That is a conclusion, Mr. Examiner. Would you 
give us just what they said? 

Examiner Pfeiffer: What did the Cincinnati personnel say to 
you that indicated fear? What was your report? 

The Witness: They said, in effect, we are getting real worried 
about the situation. 

Examiner Pfeiffer: Do you mean that the union provisions 
wouldn't be upheld in the event of a merger? Are these personnel over 
$6500 a year? 

The Witness: No, sir. 

Examiner Pfeiffer: They would be protected by the labor pro- 
tective provisions? 

The Witness: Of course they had no knowledge of that at that 
time, or do not now have that knowledge. 

Examiner Pfeiffer: They don't? They don't know that they would 
be protected in the case of a merger? 

The Witness: They know that according to the contract they 
would, Iam sure, but at the time the conversation took place, which 
was a year and a half to two years ago, the conversation was regarding 
union -- their part in the airline, and an inexpert discussion, I presume, 


with people who probably were as inexpert in their 


[Tr. 1547, Rep. Tr. 980] 
knowledge of how they would be protected. 
By Mr. Grisard: 

Q. Mr. Getchell, can you state whether or not from your daily 
contact with the personnel under your supervision, that there exists at 
Lake Central now excellent esprit de corps? A. From my daily con- 
tact and the ease with which my personnel do the jobs assigned to them, 
and from my knowledge of their morale, I would say that an excellent 
esprit de corps exists in Lake Central Airlines. And if I may add, better 


than that experienced by me in any other carrier that I have been with. 
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Q. Your associations with other carriers are shown in exhibit 
LCES-455? A. That is correct. 
Q. In your opinion, could this esprit de corps be transferred 
to North Central if the employees of Lake Central were to be taken in 
by North Central? 


x * * * 


[Tr. 1548, Rep. Tr. 981] 

The Witness: In my opinion there exists today in Lake Central 
Airlines, among the employees with which I have contact -- and I can 
only speak of a majority of the employees that are in my department -- 
an intense feeling of animosity toward North Central Airlines. 

I have arrived at that opinion over a period of three to four 
years in listening to and discussing matters concerning the future of the 
employees that work for me. The animosity is strongest, perhaps, at 
the points where the employees do not come into direct contact with -- 

* x * * 

Examiner Pfeiffer: Did anybody ever come to you and say they 
wouldn't work for North Central Airlines ? 


[Tr. 1549, Rep. Tr. 982] 

The Witness: Yes, sir. 

Examiner Pfeiffer: In the event of a merger? 

The Witness: Yes, sir. 

Examiner Pfeiffer: You mean they would waive their protective 
union conditions ? 

The Witness: Yes, sir. They didn't use the phrase that they 
would waive their protective union provisions. They made the flat 
statement that they would not work for North Central Airlines. 

Examiner Pfeiffer: How many people would be involved in that? 

The Witness: It would only be a guess, sir, because it has 
happened over a long period of time. 


Examiner Pfeiffer: What is your guess? 





[Tr. 1553, Rep. Tr. 986] 
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The Witness: I would guess in the neighborhood of 10 super- 
visors, 10 people of the category of station managers and lead agents, 
and that sort of thing. 

Examiner Pfeiffer: Wouldn't work for North Central under any 
circumstances ? 

The Witness: That is correct, sir. 

Examiner Pfeiffer: That is due to their feeling of animosity to 
the company? 

The Witness: Pardon? 

Examiner Pfeiffer: That is due to their feeling of animosity to 
North Central ? 


[Tr. 1550, Rep. Tr. 983] 
The Witness: I don't think wholly to their feeling of animosity. 
I think their feeling -- yes, that is perhaps a fair statement, yes, sir. 


* * * * 


[Tr. 1553, Rep. Tr. 986] 

Q. Would you refer to exhibit 563, please. Can you tell us 
what resulted in your department at least as a result of the publication 
of the advertisement which is shown in exhibit 563? A. Will you repeat 
the question ? 

(Question read. ) 

A. Yes. During the day or two after the ad appeared throughout 
our system -- 

By Mr. Grisard: 

Q. Is it your understanding this advertisement, Mr. Getchell, 
was published in a newspaper or newspapers in every city served by 
Lake Central? A. That is my understanding. . 

Q. Go ahead with your answer. A. During the day or two 


following the appearance of this ad in various cities I received a large 


number of 
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[Tr. 1554, Rep. Tr. 987] 
telephone calls. I have to say large number because frankly they kept 
me busy enough so that I didn't keep an actual count. Those calls were 
from the managers, generally, of the various stations on our system. 
And the managers expressed shock and deep concern about it -- 

Mr. Wheeler: Mr. Examiner, again we get into the -- 

Examiner Pfeiffer: What did they say to you? What was the 
gist of what they said to you? 

The Witness: The gist of what they said to me was: "What in 
the devil is going on here; what are they trying to do to us; what do I tell 
the people in my community; what do I tell the people who work for me; 
what is Lake Central going to do about this thing?” 

Mr. Wheeler: By this thing do you mean the merger? 

The Witness: The ad. 

Examiner Pfeiffer: Are these managers the same people that 
you characterized as supervisors before? 

The Witness: Yes. I don't mean the top level supervisors. 

By Mr. Grisard: 

Q. Mr. Getchell, based upon these comments which you received, 
what was the effect upon the morale of Lake Central employees of this 
advertisement? A. I can only use the word "Shattering" as the effect, 
and I have an acute interest in it as a department head. 


[Tr. 1555, Rep. Tr. 988] 

Q. Did your employees -- 

Mr. Wheeler: Mr. Grisard, do you mean the station managers? 
Is that who you are referring to? 

By Mr. Grisard: 

Q. Mr. Getchell, would you answer first on the basis of the 
station managers and then the persons under their supervision ? 

Mr. Wheeler: We have no testimony as to what the other em- 
ployees Said. 


The Witness: The managers in some cases were calling for 





[Tr. 1556, Rep. Tr. 989] 
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themselves alone. In other words, it was apparent that they had not dis- 
cussed this with other people in the station who had perhaps seen the ad. 
But in other cases they were calling because the impression was given 
to them by their personnel, which might have ranged anywhere from 
three to twelve or fifteen men, regarding the result of the ad. 

So the managers were representing in certain cases other person- 
nel in the stations when they called. 

Mr. Grisard: Could we have the previous question read? 

Examiner Pfeiffer: About shattering morale? 

Mr. Grisard: I believe that was the end of the answer. 


Examiner Pfeiffer: Are these station managers, Mr. 


[Tr. 1556, Rep. Tr. 989] 
Getchell, included within the protective labor provisions? Are they 
compensated at less than $6500 a year ? 

The Witness: Yes, sir, they would all be making less than 
$6500 a year. 

By Mr. Grisard: 

Q. What was the feeling, Mr. Getchell, of the persons who 
called you, with respect to North Central as a result of the publication 
of this advertisement ? 

Mr. Wheeler: Feelings, Mr. Examiner? 

Examiner Pfeiffer: The objection is proper. Did they give you 
any indication of a feeling for or against North Central, and if so, what 
did they say? 

The Witness: Is that the question ? 

By Mr. Grisard: 

Q. Yes, as amended. A. They did give me an indication of 
their feeling toward North Central, that in talking to the number of per- 
sons that I did, the statement made by them ranged from the ones I 
mentioned before, of what are they trying to doto us, to words that 
actually should be censored, they were actually swearing over the tele- 


phone. 





[Tr. 1556, Rep. Tr. 989] 
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Q. Is it your opinion Mr. Getchell that the publication of this 
advertisement diminished the chances of successfully integrating the 


personnel of the two companies ? 


[Tr. 1557, Rep. Tr. 990] 

Mr. Wheeler: That is a conclusion, Mr. Examiner. 

Mr. Grisard: I think he is qualified. 

Examiner Pfeiffer: He is qualified, after he has laid a foundation 
for the actual conversations; now as vice-president of traffic and sales 
he is qualified to give his opinion on this question. 

The Witness: Was your question is it my opinion? 

Mr. Grisard: Yes. 

The Witness: It is my opinion that the chances of successful 
integration of those personnel had lessened. The degree of lessening I 
can't comment on. The statements made led me to believe that North 
Central Airlines had harmed itself with the employees by what appeared 
to them to be an unethical procedure. 

Mr. Wheeler: Just a minute, Mr. Examiner. I move to strike 
that, an unethical proceeding. That is a conclusion which this witness 
is not competent to draw. It is a legal conclusion. 

Examiner Pfeiffer: Did any of these people say that North Central 
was unethical ? 

The Witness: Yes, sir. 

Examiner Pfeiffer: Let's have the details of that. What did they 
say? Did they use that term? 

The Witness: Yes, sir. I have to preface my remarks, if I may, 
with this statement: The people we are talking 


[Tr. 1561, Rep. Tr. 991] 
about are not managerial people. They are supervisors, but of a sta- 
tion manager category. When I Say that I mean to indicate that some of 


them have not had a long enough time in the business world to be entirely 
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rational about a good many of their actions, thoughts, and statements. 
So when they said that North Central was unethical, whereas one or two 
used that expression, others used expressions which are the equivalent 
in the dictionary, perhaps, of unethical, or outside of the dictionary as 
unethical. 

Examiner Pfeiffer: Don't have any hesitation of stating in this 
record exactly what they said. Off the record. 

(Discussion off the record. ) 

Examiner Pfeiffer: On the record. 

What were the expressions that were made? 

The Witness: I can only repeat a few of them. One of them was, 
"Those dirty b-d," for the record, ''what the hell are they trying to do?" 

Another was, "How in hell could anyone stoop so low?" I think 


I will have to leave those as examples of the type. 


x * * * 


[Tr. 1585, Rep. Tr. 1018] 
CROSS-EXAMINATION 
By Mr. Wheeler: 


* * * oe 


[Tr. 1587, Rep. Tr. 1020] 

Q. Did I understand your testimony correctly that not all of the 
employees of Lake Central were opposing the acquisition? A. I don't 
believe I made any Such testimony. 

Examiner Pfeiffer: That was from Paulson's testimony? 

Mr. Wheeler: I have a note here. 

By Mr. Wheeler: 

Q. Iunderstood -- my note here says that only ten of your 
supervisors had said that they were opposed, approximately ten, and 
that you thought that a majority were opposed to it but the implication I 


got from that was that there were others in the organization that were 


not opposed to it or were not hostile to North Central, is that right? 
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136 

A. That was not my testimony, and it was not what was intended and 
it was not in regard to the acquisition. It was in regard to the action 
from the ad. 

Q. That is what I want to be sure, that I get your testimony 
correctly. Were there a number of employees of Lake Central that did 
not regard the ad as unfair? A. My testimony spoke of station person- 


nel, being 


[Tr. 1588, Rep. Tr. 1021] 
the only ones I was acquainted with. 

Q. Station personnel? A. I stated that I had not heard from -- 
basically I said I had not heard from all the personnel. I said that I had 
heard from a number of station managers, approximately ten, and some 
of those station managers represented the personnel in their stations, 
and some were calling on their own. 

Q. So you don't know whether or not a majority of your traffic 
employees considered the ad unfair, is that it? A. No, I do not know. 

@. Do you know whether there is a great deal of animosity by 
all of your employees to North Central, under your supervision? A. Yes, 
sir, I believe I know that. 

Q. That there is or that there is not? A. That there is a great 
deal of animosity toward North Central. 

Q. Why is that? A. For the reasons that I have given before, 
which involve the ridicule, the examples I also gave regarding boarding 
of our aircraft at Chicago, and the display of the map at Chicago. But 
more importantly, the personnel are aware of a cloud hanging over their 
head, that has been hanging over their head for a long time, keeping 
them from self-sufficiency. 


[Tr. 1589, Rep. Tr. 1022] 
Q. Is this your observation or did they tell you about this cloud? 


A. During -- they have told me about it many, many times. 





rr 
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Q. Tell me exactly what they have told you about this cloud 
| that you are talking about? 
2 Mr. Grisard: Mr. Examiner, I think the witness should be 
allowed to finish his answer. 
By Mr. Wheeler: 

Q. I don't mean to interrupt you. You go ahead and complete 
your answer to the fullest if you haven't completed it. 

Mr. Grisard: May we have his answer read back before he was 
interrupted ? 

(Answer read. ) 

The Witness: I would like to say in answer to that that it is 
impossible for a supervisor, who is a good supervisor, not to know or 
have a good sense of the morale of an employee. In arriving at a good 
knowledge of that morale he has to talk to his personnel. During the 
last three or four years I have talked with my personnel, not dozens of 
times but hundreds of times, and during that time one word or more about 
North Central Airlines added to another ends up with a total picture 


from me. That is as factual as I can present it. 


* * * *x 


[Tr. 1631, Rep. Tr. 1062] 
ROBERT DORRELL 

was called as a witness for and on behalf of the City of Toledo, Ohio, 
and being duly sworn assumed the witness stand, and, upon examination, 
testified as follows: 

Examiner Pfeiffer: Please be seated and give your full name to 
the reporter. 

The Witness: My name is Robert Dorrell. 

Examiner Pfeiffer: And what is your address, sir? 

The Witness: It is the Safety Building, City of Toledo. Iam 
Assistant Law Director for the City of Toledo. 


Examiner Pfeiffer: Do you have a statement that you wish to 


make or exhibit to introduce ? 





[Tr. 1631, Rep. Tr. 1062] 


The Witness: I have a letter here which I would like to introduce 
as an exhibit stating the City of Toledo's position on the matter before 
this Board. 


mE * x 


[Tr. 1640, Rep. Tr. 1071] 
By Mr. Wheeler: 

Q. Ihand you a balance sheet as of July 31, set forth in North 
Central Exhibit NOR-35, which shows that North Central has a net 
worth of $841,000, and also a Lake Central balance sheet of similar 
date shows that Lake Central has a net worth of about $40, 000. 

I show you a profit and loss statement for the first seven months 
which shows a profit of $94, 000 for North Central -- 

Mr. Grisard: What exhibit is that? 

Mr. Wheeler: That is Exhibit 36. 

By Mr. Wheeler: 

Q. -- and a $13, 000 profit for Lake Central. 

I ask you, Mr. Dorrell, would that show that North Central has a 
stronger financial position than Lake Central? A. It obviously does. 
Yes, sir. 

Q. And you were familiar, generally, with North Central's 
financial position and condition? A. I was at the time that I had the 


discussion with 


[Tr. 1641, Rep.Tr. 1072] 


Mr. Young. 

Mr. Wheeler: No further questions. 

Examiner Pfeiffer: Mr. Wenner? 

Mr. Wenner: No questions. 

Examiner Pfeiffer: You apparently have a feeling that North 
Central is a stronger carrier than Lake Central and that, therefore, 
they are better able to serve your community? 


The Witness: That is correct. 





[Tr. 1645, Rep. Tr. i076] 
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Examiner Pfeiffer: Is that a fair summary? 
The Witness: Due to the fact that we have a municipally-owned 


airport and we depend on landing fees as a source of income. 


* * * ok 


[Tr. 1642, Rep. Tr. 1073] 

Examiner Pfeiffer: Your attitude is that you would rather play 
along with the company that is in shape at the present time to render 
the services ? 

The Witness: That's right. 

Examiner Pfeiffer: Rather than take a chance on future impon- 
derables ? 

The Witness: Our position is solely that we feel that some car- 
rier is going to come in there and we need the service and we take the 
position that we want to go with the one that we think is able to give us 


the service that we 


[Tr. 1643, Rep. Tr. 1074] 

need. 

Examiner Pfeiffer: And that is your recommendation to the 
Board, that we go ahead and approve this agreement and get North 
Central, upon application, to provide your city with an adequate service? 

The Witness: We would make that recommendation based on the 
fact that we think we would get the service that we need. 

* * * * 


[Tr. 1645, Rep. Tr. 1076] 


Examiner Pfeiffer: Well, again, you realize that any new 
service to your city would have to be authorized by the Board? 


The Witness: That's correct. Yes, sir. 


* * * * 











141 [Tr. 1653, Rep. Tr. 1083] 


[Tr. 1646, Rep. TE. 1076-A] 

ROBERT WwW. CLIFFORD 
was called as a witness for and on behalf of Lake Central, and being 
duly sworn assumed the witness stand and, upon examination, testified 
as follows: 

DIRECT EXAMINATION 

By Mr. Grisard: 
Q. Mr. Clifford, give your full name and the position you 


[Tr. 1647, Rep. Tr. 1077] 
hold with the company to the reporter. A. Robert W. Clifford, Vice 
President of Operations, Lake Central Airlines. 
Q. Mr. Clifford, are your qualifications set forth in Exhibit LCES- 
455, that is on page 3 of that exhibit? A. They are. 


* * * * 


[Tr. 1652, Rep. Tr. 1082] 
Q. Now, would you refer to Exhibit LCES-563, please. Can you 
tell us anything of the effect of this advertisement upon the morale of the 


personnel under your 


[Tr. 1653, Rep. Tr. 1083] 

supervision? A. Ithink everyone realizes that morale is a hard 
thing to define, but morale to me means whether a man has: (1) the 
will to work; (2) the will to make his company succeed; and certainly 
(3) the good will and knowledge that his company is doing what he thinks 
it should do. 

The effect of the ad on morale at Lake Central was, I say devastat- 
ing and that is a considered statement. 

I was approached by not one but at least 50 Lake Central employees. 
These employee's comments ranged from "This is the God damnedest 
thing I have ever seen in my life," to ''What are they trying to do to us?" 


"What does it mean?" 








[Tr. 1653, Rep. Tr. 1083] 
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To me, what it meant was that North Central was endeavoring to 
make a popularity campaign of an issue that was to be settled by the © 
Civil Aeronautics Board and the Federal courts. To the employees it * 


meant far more than that. 


* * * * * 


[Tr. 1654, Rep. Tr. 1084] 
The Witness: Yes, I have something to add, Mr. Examiner, and 
I didn't mean to delve into the realm of trying to interpret what the 
employees were thinking and I apologize for doing it. 

The statements that were made to me did include, "Can we sue 
North Central?" The feeling of specific people -- one of my very 
highly regarded supervisors and I spent at least an hour and a half 
mainly him talking and me listening to why he felt that some sort of action 
should be taken. This ranged from the fact that his neighbors had said, 
"What's this thing mean?" The people at the filling station said, "Don't 
you people pay your bills?" apparently, you know -- 

Examiner Pfeiffer: Well, where in the ad is any such suggestion 
that you don't pay your bills? 


[Tr. 1655, Rep. Tr. 1085] 

The Witness: The suggestion is, ''Past due accounts will receive 
immediate attention." , 

If you don't have past due accounts, of course, why there is no 
inference. 

Mr. Wheeler: Is it true or untrue? 

Mr. Grisard: Mr. Examiner -- 

Examiner Pfeiffer: You will get your turn later, Mr. Wheeler. 

Mr. Wheeler: It is the last -- 

Examiner Pfeiffer: ''The greater financial stability and civic re- 
sponsibility." I see. 


The Witness: Yes, sir. 








[Tr. 1657, Rep. Tr. 1087] 
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Examiner Pfeiffer: All right, go ahead. 

The Witness: I think that gives an idea of the statements that 
were made to me about the ad. 

By Mr. Grisard: 

Q. Did any of the persons who talked to you, Mr. Clifford, 
evidence any lack of faith or confidence in the management of Lake 
Central? A. They wondered what we were going to do and my answer 
was that we were going to do nothing about this ad, that is, we were not 
going to, as far as I knew from my discussions with top management, 
take space in answer and rebuttal to the ad as it was presented. That 


was their primary concern and I think a logical one. 


[Tr. 1656, Rep. Tr. 1086] 

Q. And based upon that reaction have you any statement as to the 
willingness of the Lake Central personnel to work for North Central? 

Mr. Wheeler: Mr. Examiner, again if these questions have been 
put to the employees and they have specific answers that is one thing -- 

Examiner Pfeiffer: Yes. Did you hear any employees comment 
as to whether they were willing to work for North Central in the event 
the acquisition is approved and, if so, what did they say? 

The Witness: I can frankly say I haven't discussed it with any 
employees and they haven't told me. 

Mr. Grisard: Now, Mr. Clifford -- 

Examiner Pfeiffer: How about yourself? Would you work for 
North Central in the event of an acquisition? 

The Witness: I'm a pilot and I would exercise my pilot's 
seniorities. 

Mr. Wheeler: As I understand it you would work for North Central? 

—-The.Witness: That's right, as a pilot. 
5 * x 
[Tr. 1657, Rep. Tr. 1087] 
Mr. Wheeler: We'd be happy to have him, Mr. Examiner, as a 





pilot. 
7 < 


[Tr. 1702, Rep. Tr. 1133] os 


[Tr. 1702, Rep. Tr. 1133] 


CROSS EXAMINATION 
(of Robert Clifford) 


By Mr. Wheeler: 

Q. How long have you been with Lake Central? A. Since July 
of 1949. I was the first employee at Indianapolis. 

Q. Is that when it started its certificated operation? A. No, * 
we started certificated operation on November 12, 1949. 4} 

Q. So, you were with the company since really its active opera- 
tions ? A. Yes, sir. 

Q. How long have you held the position of Vice President 


[Tr. 1703, Rep. Tr. 1134] 
of Operations ? A. Since coming to Indianapolis in 1949. o 

Q. Are you a full-time employee now with Lake Central? A. I 
sure am. 

Q. You have no other outside activities ? A. No, sir. 

Q. In coming down to Washington and testifying here, the expenses 
in connection with this testimony, are they borne by Lake Central Air- 
lines ? A. They are. 

Q. And the cost of preparing the exhibits that you sponsor and 
other exhibits here in this volume, is this cost also borne by Lake Central 
Airlines? A. Yes. 

Examiner Pfeiffer: Is that right? Is that the Airlines or the 
stockholders? 

Mr. Wheeler: He said the Airlines. | 

The Witness: It's run on the same machine, I don't know how the 
accounting takes care of billing or if it is billed. 

Examiner Pfeiffer: Well, you appear here on behalf of the company ? 

The Witness: No, sir. 

Examiner Pfeiffer: Do you appear here on behalf of whom? 


The Witness: The employee stockholders of Lake Central. 








[Tr. 1743, Rep. Tr. 1176] 
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[Tr. 1742, Rep. Tr. 1175] 

* * * * x * 

Examiner Pfeiffer: Well, I have some questions that I wish I 
didn't have to ask. You own 2,000 shares of stock that is in issue? 

The Witness: Yes, sir; I own 2,000 shares of this stock and 339 
shares of the old issue that isn't part of this 97.5 percent. 

Examiner Pfeiffer: Is it all paid for? 

The Witness: No, Sir. 

Examiner Pfeiffer: On the payroll deduction? 

The Witness: Yes, sir. 

Examiner Pfeiffer: Did you receive an increase in salary recently? 

The Witness: I received an increase in salary in December of 
1954. 

Examiner Pfeiffer: And how much was that? 

The Witness: Almost to what the chief pilot makes, it was bring- 
ing me up to almost what our chief pilot makes. 

Examiner Pfeiffer: What was the amount of the increase? 

The Witness: The amount of the increase was the difference be- 
tween $11,000 a year and $12,000 a year. 

Examiner Pfeiffer: When did you acquire the stock? 


[Tr. 1743, Rep. Tr. 1176] 

The Witness: In February or March of 1955. 

Examiner Pfeiffer: Now, you were an officer of Nationwide Air 
Transport Service? 

The Witness: No, I was an officer of Nationwide Airlines, Inc., 
out at Detroit. 

Examiner Pfeiffer: Was that the same airline that was controlled 
by the Weesners ? 

The Witness: Yes, Sir. 


Examiner Pfeiffer: And when did you terminate your connection 


with that organization ? 


ad | 





[Tr. 1743, Rep. Tr. 1176] 
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The Witness: Whenever they got out of Lake Central. Oh, with 
Nationwide Airlines, you mean? 

Examiner Pfeiffer: Yes, sir. 

The Witness: I went from Nationwide Airlines to Frontier Airmotive 
which was another Weesner-held organization in Brownsville, in 1947, e 
late in 1947. 

Examiner Pfeiffer: Were you -- 

The Witness: I was an officer in Frontier Automotive. 

Examiner Pfeiffer: And from there you came to Lake Central as 
Vice President of Operations ? 

The Witness: That's right, sir. 

Examiner Pfeiffer: And while you were with Lake Central were » 
you aware that Weesner’s continued to control Frontier Airmotive 
and Nationwide ? 

The Witness: Yes, sir. 


[Tr. 1744, Rep. Tr. 1177] 

Examiner Pfeiffer: Have you read the report of R. Vernon Rad- 
cliff, Examiner in Docket 4032, the Re-opened Indiana-Ohio Service 
Case which was issued in July of 1952? 

The Witness: I did at one time, I haven't recently. 

Examiner Pfeiffer: Were you Vice President of Lake Central at 
the time that Nationwide transferred a DC-3 aircraft, N-21777, to Lake 
Central? 

The Witness: Yes, sir. 

Examiner Pfeiffer: You were aware of that transfer ? 

The Witness: Yes, sir. 

Examiner Pfeiffer: Were you aware that Nationwide had no 
authority to engage in charter flights at that time? 

The witness: I don't remember if I do or not. 

Examiner Pfeiffer: Were you also Vice President at the time 
that the same aircraft was leased back to Nationwide by Lake Central 


son, 
> < 
‘. 
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[Tr. 1747, Rep. Tr. 1180] 
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to perform charter operations ? 

The Witness: Yes, sir. 

Examiner Pfeiffer: Did you consider the entire transaction as 
proper ? 

The Witness: Yes,. sir. 

Examiner Pfeiffer: Did you disagree with the findings of Examiner 
Radcliff in the case I indicated in which he said it was improper in vio- 
lation of the Act? 

The Witness: I didn't remember his finding. My job is to operate 
airplanes and I do what I'm told in the operation 


[Tr. 1745, Rep. Tr. 1178] 

of the airplanes. 

Examiner Pfeiffer: The aircraft in question was under your juris- 
diction, wasn't it? 

The Witness: Yes, sir. 

Examiner Pfeiffer: According to Mr. Radcliff's report, on page 
19 thereof, he found that the stationing of a Lake Central aircraft, and 
I'll show you this after I read it, and crew at Detroit for charter work 
was done for the principal purpose of operating Nationwide's route under 
the provisions of Part 42 of the Civil Air Regulations to avoid compliance 


with the more extensive and more costly safety requirements of Part 


285? 
* * * 2 * 
| Tr. 1747, Rep. Tr. 1180] 
* * * 2 2 7 


Mr. Grisard; The purpose of my objection, Mr. Examiner, is to 
call attention to the fact that this question has previously been passed 
upon by the Board and that no action was found necessary by the Board, 
so we may assume that the Board has already made that finding of 


whether or not the present management of Lake Central is in the 


‘Us 7 F 
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[Tr. 1747, Rep. Tr. 1180] 


public interest. 

Examiner Pfeiffer: You may make that assumption if you wish, 
Mr. Grisard. Do you have any redirect? 

Mr. Grisard: I also want to point out in that regard that Mr. Clif- 
ford has since that time, within the past two months, been approved by 
the Civil Aeronautics Board as a Director of Lake Central. 

Examiner Pfeiffer: In what Order? What Order was that? 

Mr. Grisard: In Order Number E-9717, dated November 7, 1955. 
Here is an extra copy if you wish, Mr. Examiner. 


[Tr. 1748, Rep. Tr. 1181] 
(Mr. Grisard handed a copy of Order E-9717 to the Examiner.) 
Examiner Pfeiffer: Thank you. 
Mr. Wheeler: Was the objection raised in that or was it just not 
objected to? 
Mr. Grisard: It is in Docket 4034, Mr. Examiner, which is the 
record on which Mr. Radcliff made his finding. 


* a * *e * *x 


[Tr. 1899, Rep. Tr. 1328] 
a x , * * 2 * 
LLOYD W. HARTMAN 
was called as a witness for Lake Central, and having first been duly 
sworn, was examined and testified as follows: 
DIRECT EXAMINATION 
By Mr. Grisard: 
Q. Will you state your address for the record, Mr. Hartman? 
A. 3557 North Chester, Indianapolis, Indiana. 
Mr. Grisard: Mr. Examiner, as a preliminary matter, I might 
state for the record I distributed copies of LCES-631, which is an addi- 


tional exhibit to be sponsored by Mr. Hartman. If anyone needs extra 
copies, I have them here. 


4. *e' + 








[Tr. 1926, Rep. Tr. 1355] 


By Mr. Grisard: 
Q. Mr. Hartman, are your qualifications set forth in Exhibit LCES- 
455 on pages two andthree? A. Yes, sir, they are, with one slight 
correction. The last position listed, "Executive Vice-President-Treasurer," 
should read over in the date column, "November 1952 to present," and 
there should be an additional position stated, 'Director,'' from JJuly 18, 
1955 to present." 


*« 


[Tr. 1913, Rep. Tr. 1342] 

* * * * * * 

Q. Mr. Hartman, it is not the intention of these exhibits; that is, 
442 and 443 to indicate that Lake Central does not need additional work- 
ing capital or has no financial problems, is that correct? A. In no way 
whatsoever, sir. As it can easily be seen, the adjustment which is to 
be made in no way affects working capital. The corporation had, as of 
September 30, 1955, a negative working capital of approximately 
$205,000. 

Examiner Pfeiffer: Where is that shown? 

The Witness: That can be determined from either Exhibit 441 or 
443 by subtracting the current assets from current liabilities. 


[Tr. 1926, Rep. Tr. 1355] 

* x * * * * 

Q. All right, sir, would you turn to 471, please. A. Yes, sir. 

Q. Would you describe what has prevented the realization of this ) 
financial program to date? 

ok * * * * aK 

The Witness: Basically, it boils down to the fact that Lake Central 
has consistently and repeatedly explored the possibilities of refinancing 
to alleviate this financial problem which we have. Of course, we have 


all been aware of the undercapitalization and I have been aware of the 
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problem since the time I joined the company in 1951. 
We have, after much consideration, discussion with experts in 
connection with the issuance of securities, with our general counsel, 
arrived at a determination that the issuance of any securities with the 


North Central contract unresolved, which 


[Tr. 1927, Rep. Tr. 1356] 
securities affect in any way the equity rights or the equity voting rights 
of this stock which North Central is attempting to acquire, could be ef- 
fectively blocked by a legal action of North Central. 

Point number two and probably of more direct monetary signifi- 
cance, while this contract exists, it is the best considered opinion that 
we have been able to obtain that the marketability and saleability of any 
securities is substantially impaired. 

We have, therefore, availed ourselves of the only available and 
reasonable means of refinancing and that has been bank financing. We 
have continuously accomplished bank refinancing and we have done So as 
often as we can. In that connection, with every change of character of 
the airline or the picture of the airline, we have immediately gone to 
banking institutions and asked them to once again reconsider the amount 
of funds which they could loan to the corporation. 

The most recent example of that is the passage of permanent certi- 
ficate legislation in May of this year. We immediately explored the 
possibilities of further refinancing with the Indiana National Bank, with 
whom we currently borrow our major loans, and also, we prepared a 
very detailed report, which was submitted to the Chase Manhattan Bank 
for their consideration, asking them to examine the same question for 
us. 


Basically, the results of the Chase exploration are pretty 


[Tr. 1928, Rep. Tr. 1357] 
well set forth in their letter which is reproduced as Exhibit 670 from the 
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Chase Manhattan Bank and they have evidenced substantial interest in 
the refinancing of the corporation. 

However, Chase made only a commitment contingent upon the ob- 
taining of additional so-called junior indebtedness. The letter from the 
Chase Manhattan Bank is dated August 30, 1955. Their interest, how- 
ever, in participation in Lake Central's bank financing continues and we 
feel it is rather substantial. 

The last contact with the Chase Manhattan Bank was approximately 
two weeks ago, at which time, they initiated a long distance call to me, 
asking how our current progress was and how we were coming along on 
the matter or resolving some of the probkems which were blocking our 
refinancing. 

We feel that there is no reason to believe that Lake Central, as a 
separate operating entity, free of the cloud created by the existence of 
the North Central contract, and with the permanent certificate which 
was issued and the current operating picture of the airline and with the 
new mail rate which show cause order should be out in the next 10 days 
or so, we can't See any reason whatsoever for any failure in refinancing 
Lake Central. We see every reason in the world for success of such a 
program. 

Before the employees acquired the voting trust certificates, 
January 1955, the employees stock purchase group was careful to explore 


the possibilities of obtaining financial 


[Tr. 1929, Rep. Tr. 1358] 
support from the industry and business leaders inthe area which we 
serve. Asa result of I believe four or five meetings with only a few of 
the people in three or four of the cities served by Lake Central, which 
meetings were attended by Mr. Hicks and myself, in part, we were 
able to obtain in August of 1954, at a meeting in Indianapolis, signed 
commitments for a subscription of $255,000 of preferred stock. 


These commitments were contingent upon the corporation 
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[Tr. 1929, Rep. Tr. 1358] 
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obtaining a certificate of at least five years' duration and contingent upon 
the employees consumating their acquisition of the voting trust certifi- 
cates and contingent upon the disposition of the North Central claim to 
title. 

At that time, it is a matter of record, the corporation certificate 
had only five months to run and there were no such things as permanent 
certificates for local service carriers. The corporation had a profitable 
earnings record from only May of 1954 forward and in view of the ex- 
isting record, the current record that is being made, the permanent 
certificate for one thing, the completed acquisition for another thing, 
and the continuing interest of these people in financially supporting Lake 
Central, we can see no reason for our being unable to immediately, upon 
disposition of the North Central matter, as a separate entity, undergoing 
a complete refinancing. 


Our proposed refinancing encompasses the issuance of two 


[Tr. 1930, Rep. Tr. 1359] 
types of securities: One, additional common stock to the extent of 
$250,000, which we feel will be substantially all subscribed to by the 
employees; and the issuance of $300,000 of debentures to industry and 
business leaders. 

This will bring into the corporation additional capital of $550,000 
and applying the use of that additional capital to our financial condition, 
as of September 30th, this money would not only pay all accounts up to a 
current basis and leave approximately $400,000 additional for other uses, 
it would give us a working capital position of a positive $345,000, and 
would give us a working capital ratio of 1.64 to 1, which for the local 
service industry, is quite substantial and, of course, compares with 
the present working capital of North Central of approximately one to 
one. 

In connection with the stock subscriptions, Dr. Erselcuk has 
personally verbally committed himself to subscribe to $50,000 of 


ox% * 
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additional securities in Lake Central if the North Central acquisition 
matter is disposed of. He wishes he had been asked the question of 
whether or not he would invest during his testimony but forgot to men- 
tion it on his own. 

Examiner Pfeiffer: He holds 500 shares now? 

The Witness: Yes, he does -- J think 725. 

By Mr. Grisard: 

Q. Is it your belief, Mr. Hartman, by getting industry and busi- 

ness in your Lake Central communities to participate 


[Tr. 1931, Rep. Tr. 1360] 
financially in the airline, that you will generate community support and 
traffic support for the airline? A. Yes, sir. I think that pretty much 
follows as night the day that certainly, if we can obtain community user 
participation in the finances of the corporation, they will have a much 
more active and keen interest in the use of Lake Central and the func- 
tioning of Lake Central. 

There are probably on the other side of the ledger, some small 
disadvantages but we think that the program of user-support is a sound 
one which will help substantially develop the future of the airline. 

In that connection, very recently in Indianapolis, the public 
of the City of Indianapolis acquired on a more or less public stock sub- 
scription basis, again a user-participation financing program, the fran- 
chise for the Indianapolis Indians, Incorporated, a local baseball team. 
That stock was oversubscribed within a three-week period, during which 
they tried to obtain subscriptions. 

This type of program is not too unusual to our area and we think 
it will meet with complete success. 


x * * 


[Tr. 1948, Rep. Tr. 1377] 
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Examiner Pfeiffer: I might as well ask you this question now in- 
stead of later. Have you received an increase in salary in the last two 
years ? 

The Witness: Yes, sir. 

Examiner Pfeiffer: When? 

The Witness: The only one in the last three years, that one being 
our resolution of the Board of Directors, I think, on December 9, 1954 
and in that connection, the stock subscriptions of the employees were 
all submitted and the subscription was completed by November 22, I 
believe, 1954. 


[Tr. 1949, Rep. Tr. 1378] 

The initial proposed closing date on the purchase transaction was No- 
vember 25th, I believe, and that was subsequently deferred for a combi- 
nation of reasons, one legal and one, need for rearranging bank financing 
and so forth. 

Examiner Pfeiffer: Did you pay for your stock in cash? 

The Witness: Half and half. I paid not quite half and half. I 
purchased 500 shares for cash and I paid $250 in cash in connection 
with the purchase of 2500 additional shares. 

In short, I borrowed -- 

Examiner Pfeiffer: $2200? 

The Witness: $2200 or $2250, I think. 

Examiner Pfeiffer: Payable over 24 months? 

The Witness: Payable over 24 months. 

Examiner Pfeiffer: What was the amount of your increase in 
salary? 

The Witness: I don't specifically recall but I think it was from 
approximately $10,000 to $12,000. 

Examiner Pfeiffer: Was that increase a part of a general increase 
for all the employees of Lake Central or just -- 


The Witness: Basically, there had been no incrgases in officer 





[Tr. 1951, Rep. Tr. 1380] 
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salaries from February 1953 annually and it is our Company policy to 
annually reevaluate the wage levels of all categories of employees. 
We have adopted, as a policy during the period of austerity, to pay 
wages basically at industry average level. We certainly could find no 


justification for 


[Tr. 1950, Rep. Tr. 1379] 
our adopting a policy to pay in excess of industry average. There had 
been no adjustment in officers' salaries for over two years, in fact, 
almost two years. There had been some two general salary increases 
for all other categories. 

Examiner Pfeiffer: When was the last one of those? 

The Witness: I think the last one of those was in the middle of 
1954, about June, as I remember. That was the time at which all 
supervisory and clerical wages were re-examined and adjusted to indus- 
try average. I might add, in connection with the salary levels of the 
officers, in fact of the entire corporation, I don't think it is outside of 
the negotiation to state, at the time of the mail rate negotiations, these 
salary levels and expense levels of the corporation were examined 
and the Mail Rate Section took no exception to any of the other employees. 
They took exception to only one cost level and that was in the category 
of expense that did not involve any officers’ salaries. 

In addition to that, I think the comparison of the wages paid to 
officers and supervisory personnel of Lake Central, at the present time 
or at any date in the past, will indicate that these personnel have been 
paid slightly less than the average for the industry. 

Examiner Pfeiffer: Is this a fair statement then and, if it isn't, 
please correct it, that all Lake Central employee stockholders re- 


ceived an increase in pay Since June 1954? 


[Tr. 1951, Rep. Tr. 1380] 
The Examiner: No, I don't think it is a fair statement. I'm not 


<3 
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quite sure that it is completely factual. 


Examiner Pfeiffer: My purpose in making the statement was to 


allow you to correct it. 
The Witness: I think that all employees of Lake Central received 


some galary increase within the year 1954, all categories of employees, 


irrespective of whether they were stockholders or not stockholders, po- 
tential stockholders or non-potential stockholders. 

‘Asca matter of fact, of course, the salary level of the officers 
of the corporation is established by the Board of Directors at the time 
of these wage increases. There are only four directors, none of whom 
had any financial interest whatsoever in Lake Central. Those Directors 
were R. B. Stewart, William H. Krieg, Cecil A. Berry and J. Dwight 


Peterson. 


ck 


[Tr. 2002, Rep. Tr. 1431] 
* XK *x 
CROSS-EXAMINATION 
By Mr. Grisard: 

Q. Mr. Hartman, did you attend a meeting of the Indianapolis 
Chamber of Commerce in September 1955, at which Mr. Frank Buttomer, 
the vice-president of traffic and sales of North Central, was the speaker ? 
A. Yes, I did. 

Q. Can you state the date of that meeting? A. That meeting was 
September 13, 1955. 

Q. Where was it held? A. It was held in the Athletic Club of 
Indianapolis. He made a presentation before the combined meeting of 
the Indianapolis Chamber of Commerce, Aviation Committee, and the 


Indianapolis Board of Aviation Commissioners. 


x* * * * 








[Tr. 2005, Rep. Tr. 1434] 
" 15" 


[Tr. 2003, Rep. Tr. 1432] 
Q. Do you have the notes there? <A. Yes, I have. 
° Q. Could you, by looking at those notes, and refreshing your 
recollection, tell us what Mr. Buttomer said with reference to North 
Central's expansion plans? A. Yes. Mr. Buttomer said that North 
Central had a very intensive route development program, that it was 
North Central's position that the only way to make money in the air 
transportation industry was to get larger, get larger, as large as 


possible. 


~ * * * * * * 


_ [Tr. 2004, Rep. Tr. 1433] 
* * * * * * 
Mr. Wheeler: Did this witness testify that he got the money finally 

from the Indiana National Bank in connection with the employees ? 

Examiner Pfeiffer: He hasn't testified to that yet. He stated that 

3 it was necessary to renegotiate that. Was that done with the Indiana 

_ Bank or some other bank? 

The Witness: Some other bank. 

Mr. Wheeler: What other bank? 

Mr. Grisard Mr. Examiner -- 

Mr. Wheeler: If you care to make it known now. 


Mr. Grisard: We don't care to now. 


: [Tr. 2005, Rep. Tr. 1434] 

Examiner Pfeiffer: Is there some mystery about it? 

Mr. Grisard: I am not sure of the purpose of Mr. Wheeler's 
request, Mr. Examiner, in view of all the law suits that are flying 
around. 

Mr. Wheeler: I think I am entitled to the answer one time or 
another, because I think it is relevant. But I have no intention, other 


than to get the information for this record at this time. 


ey 


o~ & * 4 : {ean S 
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Mr. Grisard At this time? 

Mr. Wheeler: At this time. I might have at some other time, I 
don't know. 

Mr. Grisard: I doubt very much, Mr. Examiner -- 

Examiner Pfeiffer: It was your credit and Mr. Clifford's credit 
upon which this agreement, this loan was based, was it not? 

The Witness: Yes. We borrowed the money. 

Examiner Pfeiffer: From a bank? 

The Witness: Froma bank. Our credit was strengthened by vir- 
tue of the collateral we were proposing to offer, which collateral was 
the employee notes and the pledge of the voting trust certificates. 

By Mr. Grisard: 

Q. Mr. Hartman, with reference to exhibit LCES-543, can you 
state whether or not the competitive services you show there, including 
the diagram on page 2 of that exhibit, 


[Tr. 2006, Rep. Tr. 1435] 
include any of the trunk routes certificated out of the New York-Chicago 
case and the Northeast-Southwest case? A. The exhibit does not take 
into consideration either of those two recent decisions. 

Examiner Pfeiffer: Is it the testimony or the contention that those 
two recent decisions have an impact upon your system? 

The Witness: I am not certain -- 

Mr. Grisard: What I really meant to bring out is that this exhibit 
was prepared before evidence of those decisions were released. I am 
not sure in my own mind just how much are affected the series of lines 
on 543, page 2, by the two decisions. 

Examiner Pfeiffer: What is the purport of this exhibit ? 

By Mr. Grisard: 
Q. Would you speak to that? A. Yes. This exhibit purports 


to show that there will be new one-carrier service in competition with 


existing trunk carrier service between the various combination points. 





[Tr. 2032, Rep. Tr. 1461] 


Examiner Pfeiffer: If the merger is approved? 

The Witness: If the merger is approved. These various combina- 
tions are all combinations which do not now exist but would exist if Lake 
Central and North Central were 


[Tr. 200%, Rep. Tr. 1436] 


[Tr. 2031, Rep. Tr. 1460] 

x * x * x * 

Q. Would you refer to exhibit 621, Mr. Hartman? A. This ex- 
hibit has been prepared in the manner stated on the bottom of page 4. 
It is based entirely on the traffic survey for the most recent period, 
September 1954. It deals only with the passengers originating or ter- 
minating at the cities served exclusively by Lake Central. It does not 
include points served jointly with either other local service carriers 
or trunk carriers. The method of preparation of this exhibit involved 
the use of the air traffic survey identifying the origin and destination of 
each passenger moving, and if the passenger moved from a point on Lake 


Central's system.to 


[Tr. 2032, Rep. Tr. 1461] 

another point on Lake Central's system that passenger was put opposite 
Lake Central. If it moved from a point on Lake Central's system, for 
example, to a point on Ozark's system, it was put opposite Ozark. If 
it moved from a point on Lake Central's system to a point on North 
Central's system, it was put opposite North Central. 

In the instances where a passenger moved from a point on Lake 
Central's system to a point on Lake Central's system as well as one of 
the other surrounding local service carriers, that traffic was shown 


opposite Lake Central, or that passenger was considered an on-line 
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destination or origination passenger. 

In the instances where the passenger originated or terminated at 
one of these points, and also originated or terminated at a point common 
to two of the surrounding carriers, for example, Milwaukee, which is 
served by North Central and Ozark, the passenger was credited to both 
carriers. For that reason, in the summary shown on page 4, the total 
passengers credited to each particular carrier, the last figure shown 
under the name of each carrier, when totaled across does not equal the 
total on the left-hand side, the 1701, because of the duplicate count in 
the case of passengers moving to the cities not on Lake Central's system, 
but on the system of two surrounding local service carriers. 

We feel that by the use of the cities served only by 


[Tr. 2033, Rep. Tr, 1462] 
Lake Central for the preparation of this exhibit we have eliminated the 
arguments back and forth as to whether they would be carried by trunk 
or local service carriers ‘or what portion would be carried by each. 
This doesn't purport to be a traffic forecast. It purports to show the 
relative relationship between Lake Central and the surrounding carriers 
as measured by the historical traffic survey of September 1955, restricted 
to the use of only those cities served exclusively by Lake Central. 

In order of rank this shows more passengers moving to Allegheny, 
to Mohawk, and then to North Central, Piedmont, and Ozark. The 
brackets included on the summary page indicate those passengers out 
of the total shown moving to North Central which moved to Detroit. 

Mr. Wheeler: When was this made? What is the source of these 
figures ? 

The Witness: September 1954. In connection with the identifica- 
tion of each individual passenger that moved, I have the air traffic sur- 
vey on which I marked in the margin the area to which the carrier 
moved. 

By Mr. Grisard: 








[Tr. 2048, Rep. Tr. 1475] 
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Q. Do you have any other conclusions to state from that exhibit, 
Mr. Hartman? A. No, sir. I think I have stated that based on the 
data that was used, it would appear that for those 


[Tr. 2034, Rep. Tr. 1463] 
passengers from the cities served exclusively by Lake Central there is 
more traffic relatively speaking moving to the areas of Mohawk or of 
Allegheny first and Mohawk second, then North Central, Piedmont, and 
Ozark. 
If Detroit were excluded the North Central area would wind up 


last. 


[Tr. 2047, Rep. Tr. 1474] 
* x 
FRANCIS A. BOLTON 

was called as a witness and, having been first duly sworn, was ex- 
amined and testified as follows: 

Examiner Pfeiffer: Give your full name and the position you hold 
with the city to the reporter. 

The Witness: Francis A. Bolton. I am Aviation 


[Tr. 2048, Rep. Tr. 1475] 
Superintendent of the City of Columbus. 
DIRECT EXAMINATION 
By Mr. West: 

Q. Wouldcyou state your experience and qualifications for testi- 
fying here, Mr. Bolton? A. I have been in the position I now hold for 
10 years. I have had considerable experience in the aviation field. I 
have been in aviation for 15 years, military and civil. 

Q. Have you been a member of any aviation organizations ? 

A. Yes, I have been a member of the American Association of Airplane 


Executives, American Road Builders, members of the Airport 





[Tr. 2048, Rep. Tr. 1475] 


Operators Council. 

Q. Have you held offices in those organizations? A. Yes, sir, 
I was President, Past President of the American Association Airplane 
Executives. 

Q. Are you also on the Aviation Committee of the Columbus 
Chamber of Commerce? A. Iam. 

Q. And are you authorized to speak here for the City of Columbus 
and the Chamber of Commerce? A. Iam. 

Q. Would you state the position of the City of Columbus in this 
case? <A. Well to begin with both of the parties in this case, North 
Central Airlines and Lake Central Airlines, have 


[Tr. 2049, Rep. Tr. 1476] 
discussed at length with the officials of the City of Columbus and the 
Columbus Chamber of Commerce this case and after due consideration 
the Committee and both the City and the Chamber of Commerce decided 
to take a neutral position, and later we felt that the Civil Aeronautics 
Board would like to know what the City felt in this regard and since we 
have been a great exponent of local air service it might be noticeable 
if we didn't make an appearance here. 

The City of Columbus and the Columbus Chamber of Commerce 
have consistently urged the Board and also the Congress to provide a 
local air service in our area. We certainly hope that this local air 
service will gain the same independent status as the trunk carriers have 
today. 

In this particular case as I understand it North Central Airlines 
seeks to acquire Lake Central. Normally in an acquisition case where 
the parties agree and the Board finds it to be in the public interest we 
would feel that a merger was proper. 

As far as the City of Columbus is concerned we have found the 
management personnel of North Central Airlines to be very competent 


and from what we can learn concerning their operation it appears to be 
é. 


Ain ? 
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excellent. As far as we know the management of Lake Central Airlines 
is made up of fine personnel and we find that the airline is well run in 
our area. 


In this particular case we have found that there are so 


[Tr. 2050, Rep. Tr. 1477] 
many legal aspects and ramifications involved that after careful considera- 
tion of the facts the Board will have to make the ultimate decision and we 
have no objection to its doing so. 
ar * * xk 
CROSS EXAMINATION 
By Mr. Wheeler: 
Q. Mr. Bolton, you know that in this acquisition North Central 
proposes to add four additional round trips in 


[Tr. 2051, Rep. Tr. 1478] 
all directions out of Columbus? A. You pointed that out to me this 
morning, yes, sir. 

Q. That would be of benefit with increased service to Columbus ? 
A. Any addition would be a benefit to Columbus. 

Q. And would you consider that the financial resources of the two 
companies at Columbus would provide a stronger operating company for 
the services in and out of Columbus? A. [can't answer that because 
I am not familiar enough with either of your financial standings. I 
understand that Lake Central has some problems involving their status, 
getting more capital, and I would presume that you would have to gain 
more capital if this merger went through. That would be the most I 
could say regarding that. 

Q. If the record should show that North Central could save the 
government approximately a half a million dollars in subsidy each year 
that would be an indirect benefit to the City of Columbus, wouldn't it? 


A. If the record so showed. 
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Q. Would the City of Columbus prefer a lower cost operator per- 
form its services in and out of Columbus than the existing carrier, or 
would it make any difference to the City of Columbus? A. Well the 
City of Columbus wants to see all the air carriers operating in and out 


of Columbus on a sound 


[Tr. 2052, Rep. Tr. 1479] 
financial basis and as to when they attain that self-sufficiency, that is 
hard to determine, but we are for getting all subsidies removed, 
frankly, in the long run. 


* * 


By Mr. Grisard: 
* * Ht * * * 
Q. Has Lake Central's service at Columbus in your opinion been 
adequate? A. Yes, I'd Say so. 


[Tr. 2054, Rep. Tr. 1481] 

* * x * ie * 

Q. Do you know, Mr. Bolton, if Lake Central's traffic at Colum- 
bus has increased since it began service there? A. It certainly has. 
As I recall they began in April of 1953 in Columbus and comparing that 
figure with year 1954 there was a 53 per cent increase, and again in 
"54 against the '55 up through the 10 months right now they are up another 
53 per cent, so it's shown a constant increase. 


Q. Do you know what percentage of Lake Central's 


[Tr. 2055, Rep. Tr. 1482] 
total system traffic is boarded at Columbus? A. Well, they have about 
12,000 passengers and in September we were responsible for 1,300, 
about 10 per cent of their passengers. 


Q. What was Columbus' rank as a local service station in the 
country in 1953, do you know? A. Well, I read an article in Flight 
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magazine, I suppose those are CAB figures. 

Examiner Pfeiffer: We have the figures. I don't understand the 
relevance of this testimony. 

Mr. Grisard: It is preliminary to another question, Mr. Examiner. 

Examiner Pfeiffer: Do you have the figure, Mr. Grisard? Do 
you know what Columbus' rank is? 

Mr. Grisard: I understand it was 69 in 1953. 

By Mr. ‘Grisard: 

Q. In 1954, Mr. Bolton, do you know what Columbus' rank was? 
A. According to the article it was 33rd in the country. 

Examiner Pfeiffer: Is this all due to Lake Central's increase in 
traffic ? 

The Witness: That is all there was at that time. Piedmont was 
put in in the year 1955, in March, so it was all Lake Central. 

Examiner Pfeiffer: You don't have any trunk line 


[Tr. 2056, Rep. Tr. 1483] 
service ? 
The Witness: I assumed he was talking about local service. 
Mr. Grisard: I said rank as a local service station. 
The Witness: We are 27th. 
Examiner Pfeiffer: What was 27th? 
The Witness: The figure would be 27th in total passengers. 


* * « 2* * * 


[Tr. 2076, Rep. Tr. 1503] 
* * * * * * 
LLOYD W. HARTMAN 
the witness on the stand at the time of adjournment Wednesday, 30 Novem- 


ber 1955, resumed the witness stand and, upon examination, further 


testified as follows: 
CROSS EXAMINATION 








[Tr. 2076, Rep. Tr. 1503] 


By Mr. Wheeler: 
Q. Mr. Hartman, are you a full time employee now of Lake Cen- 
tral? A. Yes, sir. 


[Tr. 2077, Rep. Tr. 1504] 

Q. And you have been that way for how long? A. Since I be- 
lieve sometime in April, 1951. 

Q. And previous to that time you were a part time employee of 
Lake Central and part time employee of Nationwide for awhile? 
A. For about a three month period starting early in January, 1951, I 
worked with both companies from January until April. 

Q. And prior to thattime? A. Prior to January of 1951 back to 
about April of 1949 I was a full time employee of Nationwide Airlines. 

Q. How did you come to be employed by Nationwide Airlines ? 
A. Iwas working with Murray Corporation of America in Detroit and 
was also generally interested in aviation. I worked with Nationwide Air- 
lines on a part time capacity from I believe late in 1948 until April of 
1949. At that same time I was working with the Murray Corporation of 
America. 

Q. Who employed you in Nationwide? Dida Mr. Weesner employ 
you? A. I believe I was hired by Mr. John Weesner. 

Q. And you were later made an officer of that corporation? 
A. Yes. 

Q. Treasurer ? 


[Tr. 2078, Rep. Tr. 1505] 
A. Eventually I was made Treasurer, I believe, and held other capaci- 
ties as set forth in our exhibits. The exhibit shows Administrative 
Assistant for a part time or a small period, Traffic Sales Manager and 
Assistant Treasurer for another period, Treasurer for another period, 
Director, Secretary-Treasurer and General Manager for another period. 


Q. And your last position with Nationwide Airlines was General 


o>, 
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Manager and Treasurer? <A. No, my last position was Director and 
Secretary-Treasurer. 

Q. And previous to that you were General Manager and Treasurer ? 
A. Yes, for it looks like about a nine month period I was Director, 
Secretary-Treasurer and General Manager. 

Examiner Pfeiffer: Is John Weesner the gentleman who is to re- 
ceive the consultant's fee in the contract? 

Mr. Wheeler: Yes. 

The Witness: John V. Weesner. 

Examiner Pfeiffer: It is Roscoe P. andR. Paui. 

The Witness: That's right. 


By Mr. Wheeler: 
Q. Now as I understand it you left Nationwide approximately 


the 1st of January, 19-- or you started leaving Nationwide the 1st of 


January 1950? A. Yes, from January, sometime in January, I think, 


' [Tr. 2079, Rep. Tr. 1606] 
1951, through April I was on part time basis with Nationwide Airlines. 

Q. Spending, you'd say, three days a week with Nationwide ? 

A. I think it was about three and three. I was working on about a six 
day week basis. 

Q. What functions were you performing with Lake Central at 
that time? <A. At that time I was performing as a part time basis the 
Assistant Treasurer functions. The previous treasurer, Mr. R. E. 
Ross, had terminated I believe the 1st or 2nd of January, 1951. Lake 
Central was without anyone in any physical capacity. I was trying to be 
a stop-gap man on both sides. 

Q. Yes. Who employed you as Assistant Treasurer? Did Mr. 
John P. Weesner? A. Yes, I think he was the Executive Vice Presi- 
dent of Lake Central at that time. 

Q. And at his request you came over to Lake Central? A. That's 


correct. 
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Q. Now Mr. Hartman, you are appearing in this hearing for the 
employees, is that right? A. That's correct I believe. I am also the 
sponsor of the airlines’ exhibits. 


* * * * * * 


[Tr. 2081, Rep. Tr. 1508] 

* * * * * * a 

Q. Mr. Hartman, who is paying for the preparation of Lake Cen- 
tral employees' exhibits? A. The corporation has paid for the prepara- 
tion of the exhibits. 

Q. Have you finished your answer? A. Thatiscorrect. The 
corporation facilities were used. I helped to prepare them and other people 
helped to prepare them, all of whom were employed in some capacity by 
the corporation. 

Q. Now with respect to your expenses in travelling down here, 

- are you on the company's expense account? A. Yes. 

Q. No part of it is being paid by the employees? A, No, sir. 

I might add, if I may as clarification, that all of these expenses involved 
in this proceeding are 


[Tr. 2082, Rep. Tr. 1509] 
being capitalized as carefully as possible so that they can be separately 
identified. We recognize that there may or may not ultimately be a 
problem in connection with them. 
Q. But they are right now being charged to the corporation, is 
that correct? A. That is correct. 


Q. And that is true with respect to each of the witnesses that testi- 
fy here? <A. To the best of my belief that's right. 


aK * ae * * * 
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[Tr. 2134, Rep. Tr. 1561] 
* x 
C. KEITH PETTIGREW 

was called as a witness and, having been first duly sworn, was examined 
and testified as follows: 

Examiner Pfeiffer: Please be seated and give your full name. 

The Witness: C. Keith2Pettigrew. 

Examiner Pfeiffer: Do you have a statement that you would like 
to make ? | 

The Witness: Yes, sir, I have an oral statement I would like to 
make. 

I represent the Aeronautics Commission of Indiana. I am here 
for the purpose of placing into the record a statement of position of the 
Aeronautics Commission as it pertains to this particular case and as it 
pertains to local air service in Indiana. 

We have no exhibits to offer; therefore, it will be purely a state- 
ment of position as such. 

By way of background I would like to point out that the Aeronautics 
Commission of Indiana has concerned itself with the development of local 
air service in Indiana beginning with the Great Lakes Area case, which 


was the initial case of the 


[Tr. 2135, Rep. Tr. 1562] 

Board considering the local air service problem in that particular area. 
We have participated in the Indiana-Ohio local service case, Ozarks 
certificate renewal case and Chicago-Detroit American Airlines aban- 
donment case. Our objective and concern has been purely with the 
development and promotion of a purely local air service structure and 
system for the State of Indiana, and its trade area centers, Indiana and 
Ohio and Michigan. 

Pursuant to the Civil Aeronautics Board recommendations, the 


states had a responsibility in generating interest and development with 


e° 
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its communities and within the states for the perpetuation of a type of 
airline service considered to be and found to be an integral part of the 
nation's air transportation system. 

We have attempted to meet that responsibility as laid down by the 
Board. We have constantly worked with our communities in Indiana 
which were existing local air service centers and which were potential 
local air service centers, not only in the development of airports, im- 
provement of airports to meet the needs of local air service as it ex- 
isted and as it might be developed in the area. We ascribe to the princi- 
ple of local air service and to the principles of air transportation. 

I should say that there are two echelons of air transportation in 
the United States: that of the trunkline service 


[Tr. 2136, Rep. Tr. 1563] 
and of local airline service. To further qualify that position as to what 
we consider to be local air service, that type of service which will pro- 
vide local air service communities within a given trade area center hav- 
ing a common community of interest, by virtue of its industrial and 
agricultural organization and relationship within the whole area. 

Out of the Great Lakes Area case, there was developed such an 
area known as the Indiana-Ohio-Michigan Area, and the Board estab- 
lished Route 88 to service that particular singular local air service area, 
trade area center. Route 88 has been further developed in the Indiana- 
Ohio local air service case in which the State of Indiana, State of Ohio 
joined to assist the Board in further development and logical develop- 
ment of that trade area. 

To date, the local air service structure in Indiana-Ohio area is 
still incomplete. It is under development by virtue of additional route 
proposals of the existing authorized carrier of Route 88 and by airport 
development in the area to points which have been authorized for local 
air service on Route 88 system. 

To reiterate, our position is that local air service as developed 





[Tr. 2137, Rep. Tr. 1564] 


ae 


in the Indiana and Ohio area servicing a given singular trade area cen- 
ter must be maintained, that growing out of the various local air service 
cases developing in the Great Lakes Area case, that those trade area 


centers, local 


[Tr. 2137, Rep. Tr. 1564] 
air service carrier centers, I should say, can only have developed 
appropriate service by specialized and devoted attention to the given 
area in which it operates. 

We do not feel that the acquisition of Route 88 by any air carrier 
will meet that ultimate objective. We do not feel that there is any ad- 
vantage to the local air service centers presently existing in the State 
of Indiana and as proposed by such acquisition within an elongated opera- 
tional system which presently involves some seven states, and I under- 
stand might be developed or extended into a possible total of fourteen 
to fifteen states. 

When our Commission considered and has been considering this 
problem for several weeks, it weighest. the various aspects of the matter 
before the examiner in this case, and we concluded that the Indiana-Ohio 
area can stand alone as a trade area center and can support a single 
operating route carrier without being made an appendage to any larger 
system. 

We feel that this can be assured when the route pattern as proposed 
is completed. We believe as developed by the exhibits and by the public 
convenience and necessity developed in previous local air service cases 
affecting this area, that the communities and the area will support that 
service. 

The material is available to the Board showing the trends of the 
services or the traffic generated, and I believe it should bear that out. 


We believe that the present operation 





[Tr. 2138, Rep. Tr. 1565] 


iz 


[Tr. 2138, Rep. Tr. 1565] 

with further development will do the job for the Indiana-Qhio system. 

We therefore cannot support the acquisition of Route 88 by North 
Central or any other carrier at this time, because we feel that not only 
will it not offer any advantage to the area and to the communities as 
a whole, but in fact, it may well act as a deterrent for the appropriate 
development and adequate development of local air service to that parti- 
cular area due to the fact that we believe that the principal originally 
established in maintaining a trade area center, a single carrier to 
serve that local air service center is sound and, therefore, can be 
maintained and developed. 

* 5 

By Mr. Wheeler: 

Q. What did you tell me your name was? A. Keith Pettigrew. 

Q. Mr. Pettigrew, would it be advantageous for your local ser- 
vice to have single carrier service to Milwaukee? <.. 

Mr. Wenner: Local service or trunkline? 

Mr. Wheeler: Local service. 

The Witness: Would it be advantageous ? 

Mr. Wheeler: Let's take Kokomo, for example, would it be 


[Tr. 2139, Rep. Tr. 1566] 
advantageous to have single carrier service through Chicago to Mil- 
waukee ? 


* 


[Tr. 2140, Rep. Tr. 1567] 
% * * * x*x * 
The Witness: In my opinion, it does not offer any material ad- 


vantage. 


* 
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[Tr. 2142, Rep. Tr. 1569] 

*x * * * * * 

Q. Would the State of Indiana benefit by single carrier, single 
plane service from Indianapolis to Detroit via Lafayette, Kokomo, South 
Bend, and on to our route system? A. Yes, Sir. 

Q. That would be a definite benefit? A. It would be an advantage, 
yes, sir. 

Q. It would be of benefit, wouldn't it? I don't understand the dif- 

fference between benefit and advantage. A. Yes, sir, it would be. 

Q. Now, then, how can you say there would be no advantage or 
benefit to the acquisition, you can see no advantage or benefit? There 
are two of them right there. A. I am speaking of the trade area center 
as awhole. That we can see no material advantage by the acquisition, 
considering the entire structure as a whole and in view of the route pro- 
posals that exist over the present system that exists and as may be de- 
veloped by approved route applications proposed. 


* * * 


[Tr. 2143, Rep. Tr. 1570] 

* * * 2 *x * 

Q@. * * * Do you know that North Central in this proceeding is 
proposing to increase the schedule frequencies 48 percent over Lake 
Central's system ? 

Mr. Wenner: In what phase? 


[Tr. 2144, Rep. Tr. 1571] 
Mr. Wheeler: Phase 2. 
Mr. Wenner: When is that phase? 
Mr. Wheeler: Three months after the acquisition is approved. 
The Witness: I know that it is proposed to increase the route 


schedule. 





[Tr. 2144, Rep. Tr. 1571] 
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By Mr. Wheeler: 

Q. Substantially 48 percent? A. Yes, Sir. 

Q. Would that be of benefit to the State of Indiana? 

Mr. Grisard: Mr. Examiner, could that question be clarified as 
to whether 48 percent applies to Indiana-Ohio, or as to just what, or to 
the whole route 88? 

Mr. Wheeler: System-wide, Mr. Examiner. I haven't broken it 
down by states. 

The Witness: An increase of schedule frequency could be an ad- 
vantage to the State of Indiana. 

By Mr. Wheeler: 

Q. Would it be an advantage? A. I don't know. I say it could be. 

Q. We propose it here. Why wouldn't it be? A. The increase, 
as J understand local air service, the increase of scheduled frequency, 
pure increase of scheduled frequency does not necessarily lend itself, 
in my opinion, to the development or improvement of local air service 
as such. 


[Tr. 2148, Rep. Tr. 1575] 

ss * * * * aK 

Q. Did you know North Central proposed savings? A. I know they 
proposed Savings. 

Q. And you have given that element consideration? A. Yes, sir. 

Q. And the primary reason overbalancing other advantages which 
I have questioned you about here is your consideration that you'd rather 
have Lake Central because they are local people? <A. No. 

Q. What is the other -- do you think that this airline should be 
retained as an entity? A. I believe that the route structure of 88, as 
existing as proposed, should exist and needs to exist as a separate 
entity devoted to service of the area of Indiana-Ohio, and its surround- 
ing area alone. 

a Q. Do you know whether North Central, if acquired, would not 


ihe ag 


. 


- * 





oa, [Tr. 2160, Rep. Tr. 1587] 


give it the same devotion? A. I do not know that. I can only assume 
that its 


[Tr. 2149, Rep. Tr. 1576] 
interest, of course, would be divided into more than one trade area cen- 
ter or area. 


* * * * * * 


[Tr. 2157, Rep. Tr. 1584] 
*« * * * * * 
By Mr. Grisard: 

Q. Mr. Pettigrew, is the Commission's position, the result of 
weighing both the advantages and disadvantages of the acquisition? 
A. Yes. 

Q. Can you tell us whether or not Lake Central in the past has 
added schedules to its system as required? A. It has. 

Q. And what is this Michigan area which you have reference to 
in connection with Indiana and Ohio, and what are the cities to which you 


have reference? 


[Tr. 2158, Rep. Tr. 1585] 
A. Principal city is Detroit, which acts as an axle, so to speak, focal 
point to a number of Indiana communities. 
Q. And that would be a boundary city in the same manner as 
Chicago? <A. That is correct, yes, sir. 


* * * * * * 


[Tr. 2160, Rep. Tr. 1587] 
* * 2 * * * 
LLOYD W. HARTMAN 
resumed the stand and, having been previously sworn, was examined 
further and testified as follows: 








[Tr. 2160, Rep. Tr. 1587] 
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CROSS-EXAMINATION . 
By Mr. Wheeler: 
* * * * * * 
[Tr. 2163, Rep. Tr. 1590] 
* *x * * * * 
Q. Now, I believe you testified in your testimony, and correct + 


me if I have this wrong, that you proposed to sell 250,000 shares of 

stock additional to the employees, is that right? A. Well, witha 

slight variation. I think I testified that we proposed to sell 250,000 

dollars worth of additional common stock, as well as a 300,000 dollar 
debenture, and it was our opinion and belief that a majority of the 

250,000 dollars of common stock will be taken up by the employee 

group. . 


* * * * * ° 


[Tr. 2166, Rep. Tr. 1593] 

* x * * * * 

Q. Have you ever tried selling debentures to outside people in- 
volving an employee-owned company or cooperative type of enterprise? 
A. My experience, of course, I haven't sold any debentures that the 
corporation has or otherwise. My experience in connection with investor 
opinion of debentures issued by employee-owned company is pretty well 
limited to the meetings that I discussed when these preliminary commit- 
ments were obtained, plus -- 

Q. Referring to Chase National Bank? 


[Tr. 2167, Rep. Tr. 1594] 
A. No, I was referring to these meetings that took place in late July 


and August of last year, at which time we were talking about commit- 


ments for a preferred stock. Discussion at the same time turned around 


tto debentures which at least, in some degree, comparable insofar as 





[Tr. 2168, Rep. Tr. 1595] 
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at least they are senior to the common stock and, in addition to that, 
based on our discussions with, for instance, Mr. Peterson, who is 
the president of the largest Indiana investment house in the State of 
Indiana, Cities Securities Company, discussions with people such as 
Mr. O'Connell, who has had substantial experience in connection with 
corporate refinancing, discussions again with the so-called experts of 
Chase Bank, revolved around whether or not the issuance of these deben- 
tures would be successful, and my experience has been, I have not ob- 
tained any unfavorable reaction from any of the people that I have talked 
to. We haven't sold them and the proof is in the pudding but it is our 
best judgment, and I think this is basically Dr. Er Selcuk's testimony, ta 
that -- 

Q. Dr. Er Selcuk -- <A. I agree with what Dr. Er Selcuk said 
and I say it myself that I don't think we will have any problem whatso- 
ever in accomplishing the refinancing envisioned and proposed upon 
the disposition of any right of North Central to acquire the stock short 


of a drastic change in the economy picture of the nation. 


[Tr. 2168, Rep. Tr. 1595] 

Q. Have you given consideration in that opinion of yours to the 
fact that North Central has always had some difficulty when it tried 
to sell its securities which it issued? A. To the extent that Iam 
aware of the difficulties that they have, I have. 


Q. And have you given consideration further to the general re- 


luctance of businessmen to invest in employee-owned and cooperative 
enterprises? <A. I know of no general reluctance on the part of busi- 
nessmen to invest. Asa matter of fact, reactions we have received 


have been quite to the contrary. 


* * * 





[Tr. 2247, Rep. Tr. 1672] 
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[Tr. 2247, Rep. Tr. 1672] 
* * * * * * 
JAMES MOLE 
was called as a witness and being first duly sworn was examined and 
testified as follows: 
DIRECT EXAMINATION 

Examiner Pfeiffer: Give your full name and the position that you 
hold with the City of Grand Rapids to the reporter. 

The Witness: Gentlemen, I have a prepared statement here that 
I brought with me. 

My name is James Mole. I am Chairman of the Kent County 
Board of Supervisors, Airport Committee, and speak for the Committee 
in this matter. 


[Tr. 2248, Rep. Tr. 1673] 

This Committee is charged under the law with the development 
and the administration of the Kent County Airport. 

The Airport Committee takes this position with respect to the hear- 
ing involving North Central and Lake Central Airlines: That we definitely 
go on record for any and all improvements that can be obtained to better 
scheduled airline service to serve the needs of Grand Rapids and Kent 
County. 

We understand that the merger of North Central and Lake Central 
would provide this, and if it does we favor it. 

We take no position as to the legal aspects of this case. It is the 
responsibility of the Examiner and the Civil Aeronautics Board to make 
a fair determination of the matter, keeping in mind the desires of the 
Board of Supervisors that such decision should be for the improvement 
and not the detriment of service to the citizens of this community. 

It is the considered opinion of the Board of Supervisors that more 


| yStips daily can be supported both into and out of the Kent County Airport 





Fe 


By 
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on both routes affected by this hearing. This is also the position taken 
by the Aeronautics Committee of the Grand Rapids Chamber of Com- 
merce, as well as the view of the businessmen of our community. 

I am a member of the Aeronautics Committee and attended the 
meeting where this matter was considered, and the decision was made 


to favor this merger in the interests of im- 


[Tr. 2249, Rep. Tr. 1674] 
proved service to Grand Rapids. 
That is our position in Kent County. If this merger is for the 
benefit of Kent County, we favor it. 


* * * ss * 7K 


[Tr. 2251, Rep. Tr. 1676] 


* 2 * * * *x 
By Mr. Grisard: 
* * * * * x 


Q. Are you Saying that Capital's nonstop service between Chicago 
and Grand Rapids is now inadequate ? 
The Witness: I didn't quite get that. 
Examiner Pfeiffer: Read the question, please. 
(The pending question was read by the reporter. ) 
The Witness: No, I did not state that. 
By Mr. Grisard: 


[Tr. 2252, Rep. Tr. 1677] 
Q. Do you consider that it is inadequate? A. No, I do not. 
2 * * * * * 
Examiner Pfeiffer: Do you have a communitive interest with 
cities in Indiana and Ohio presently served by Lake Central Airlines ? 
The Witness: I don't get that question. 


Examiner Pfeiffer: Does the City of Grand Rapids have any 





[Tr. 2252, Rep. Tr. 1677] 
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communitive interest with people in the cities served by Lake Central 
in Indiana and Ohio, such as South Bend, Kokomo, Peru, Logansport, 
Marion, Lima, Mansfield? 

The Witness: Not that I know of. 

Examiner Pfeiffer: Your principal communitive interest is with 
Chicago, is that right? 

The Witness: That is right. 


[Tr. 2288, Rep. Tr. 1713] 
* * 
GWIN HICKS 

was called as a witness and being then and there duly sworn, was ex- 
amined and testified as follows: 

Examiner Pfeiffer: Give your full name, please, and the position 
that you hold with the airline to the reporter. 

The Witness: Gwin Hicks, president of Lake Central Airlines. 


* * * * * * 


[Tr. 2316, Rep. Tr. 1741] 
* * * 
CROSS EXAMINATION 
By Mr. Wheeler: 


Q. Mr. Hicks, are you now on a full-time basis with Lake Cen- 
tral? 


[Tr. 2317, Rep. Tr. 1742] 
A. That is correct. 


Q. Are your expenses down here at the hearing also paid by Lake 
Central Airlines? A. That is correct. 
Q. With respect to trips and the speeches that you had made to 
_the various cities in opposing North Central acquiring a position with 
“respect to the cities, were they too charged to Lake Central Airlines? 


“ 
« 
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A. That is correct. 

Q. How many cities did you make speeches in in connection with 
this case? A. The City of Youngstown, following Mr. Mueller's ap- 
pearance there; the city of Marion, following the general sales mana- 
ger's appearance there; the city of Mansfield, following your man's 
appearance there. 

Q. Pittsburgh? A. No, sir. Lima, Cleveland, Columbus, Zanes- 
ville, Bloomington, Terre Haute. I believe that is about it. 

Q. Did Mr. Hartman make similar speeches in other cities? 

A. Yes. 

Q. And you hadnot? A. I think Mr. Hartman read into the rec- 
ord the other day the cities that he covered. I believe they were Kokomo 
and Richmond, Indianapolis. 


[Tr. 2318, Rep. Tr. 1743] 
Q. All these expenses were charged to the Lake Central Airlines 
in connection with that? A. That is correct. 


* * * * * * 


[Tr. 2328, Rep. Tr. 1753] 
* * * * * * 
By Mr. Wheeler: 

Q. But if the Board found that the acquisition was in the public 
interest, would you accept employment as an officer of North Central? 
A. No, I don't believe I would. 

Q. Have you made your mindup? A. Yes. I had the opportunity 
and turned it down, so I think it is a foregone conclusion. Just as re- 
cently here as a few months back, Mr. Carr offered me an opportunity 
to come and join with North Central at a salary certainly higher than 
I am drawing at the present time, with an option and a bonus of stock in 
which he and Mr. Mueller participated in, and I turned it down. Ye 


iy 











[Tr. 2329, Rep. Tr. 1754] 
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[Tr. 2329, Rep. Tr. 1754] 

x bis * * 5 * 

Q. Now, Mr. Hicks, I have from your segment load factor in- 
formation which you furnished me. [ find that segment load factor in 
March for the Grand Rapids-Indianapolis segment was 48.26 percent; 
for April it was 49.87 percent, and that between those terminals, Grand 
Rapids and Indianapolis, Lake Central at that time was operating two 
round-trips. Is that right? A. I accept that. 

Q. I believe the testimony is that by Mr. Hartman and others in 
this proceeding, or at least by Mr. Hartman, that when the load factor 
reaches 42 percent, you add a third round-trip, is that true? <A. That 
is a rule of thumb, yes. You usually determine 43 percent. 

Q. So by that standard in May you would add a third round-trip? 
A. Yes. 

Q. Asa matter of fact, you didaddthat? <A. Yes, that is cor- 
rect. 

Q. You put a third round-trip on? <A. That is correct. 

Q. When were the schedules filed for that third round-trip, do you 
know, withthe CAB? A. No, I don't believe I have a pinpointed date 


on it, 


[Tr. 2330, Rep. Tr. 1755] 

what the normal filing period is in advance of the schedules. 

Q. It was filed I believe on April 1, 1955, to become effective 
April 24, 1955? A. That sounds correct. 

Q. Subject to your check. Now I would like to ask you to turn to 
North Central Exhibit 180. 

Examiner Pfeiffer: 180? 

Mr. Wheeler: Yes. 

By Mr. Wheeler: 
Q. Paragraph 7 of that exhibit, page 5. 


% "i 
“o> ok < 


[Tr. 2331, Rep. Tr. 1756] 
¢ 183 

Did you swear on April 27, three days after the schedule would 
be effective in this affidavit before the Court of Appeals that over the 
7 Kalamazoo-South Bend segment of Lake Central, that the schedules 
would have to be reduced from two to one round-trip? <A. I did. 

Q. Was that a truthful statement? <A. Yes. 

Q. Were they reduced? A. No, they weren't. 

Q@. Did you further swear in that affidavit, in paragraph 4, about 
the fourth or fifth line from the bottom, that the third--the planned third 
round-trip between Kalamazoo and South Bend would not be able to be 
operated? A. Where is that? 


[Tr. 2331, Rep. Tr. 1756] 

Q. "The planned third round-trip from Kalamazoo and South 
Bend." 

Mr. Wenner: Where is that? 

Mr. Wheeler: Page 2, paragraph 4. That is about the third or 
fourth line up. 

The Witness: Up from the bottom? 

By Mr. Wheeler: 

Q. Fourth line from the bottom, paragraph 4, page 2 of NOR-180. 
A. That Lake Central would likewise suffer? 

Q. That's right. That it would not be able to add a third round- 
trip between -- A. Yes. What is the question now? 

Q. Was that a truthful statement? <A. Yes, sir. 

Q. Was it added? Was athird round-trip added? A. Yes, sir. 

Q. Three days later? A. I am not sure if it was three days later. 
If those other times that you gave me were correct, then that would be 


correct; yes. 


Examiner Pfeiffer: Mr. Wheeler, will you tell me in what proceed- 
ing was this affidavit filed? I don't think it shows. 
Mr. Wheeler: It was filed in Docket 64 -- in the Court et 





[Tr. 2332, Rep. Tr. 1757] 
184 


[Tr. 2332, Rep. Tr. 1757] 

of Appeals by Lake Central Airlines, in its request for a stay of the 
Board's order in granting North Central the Chicago-Illinois route in 
Docket 6411. I will be glad to provide you the Court of Appeals docket 
in which it was filed. 

Examiner Pfeiffer: Is this the D.C. Court of Appeals? District 
of Columbia? 

Mr. Wheeler: District of Columbia. 


* * * * 


[Tr. 2333, Rep. Tr. 1758] 
* * oe 
REDIRECT EXAMINATION 
By Mr. Grisard: 

Q. Mr. Hicks, had Lake Central prior to the spring of 1955 cus- 
tomarily added a seasonal third round-trip between Grand Rapids and 
Indianapolis? A. That is correct. 

Q. And can you state whether or not the reference to paragraph 4 
of the affidavits, which is page 2 of NOR-180, was to a year-round addi- 
tional third trip, or to the seasonal 


[Tr. 2334, Rep. Tr. 1759] 
third trip? A. The year-round. 


Q. Has the Civil Aeronautics mail rate staff recently had occa- 
sion to examine your duties and salary? A. Yes, they have. 

Q. Can you state whether or not there is any proposal to disallow 
any part of that salary as a part of the mail rate base? A. None 
whatsoever. 


* 








[Tr. 2336, Rep. Tr. 1761] 
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[Tr. 2335, Rep. Tr. 1760] 
JOSEPH J. O'CONNELL, JR. 
was called as a witness, having been first duly sworn, was examined 
and testified as follows: 
DIRECT EXAMINATION 

Examiner Pfeiffer: Give your full name to the reporter, please? 

The Witness: My name is Joseph J. O'Connell, Jr. 

I am an attorney at 1001 Connecticut Avenue, Washington. 

I am appearing here because a few months back, in July, to be exact, 

I was selected or approved by the Civil Aeronautics Board as a substitute 
trustee for the trustee who had been operating as such for several years 
under a voting trust agreement into which had been placed, back in the 
fall of 1952, the so-called Weesner stock in Lake Central Airlines. 

That stock constitutes 98 and a fraction percent of the total out- 
standing common stock of the company, as I understand it, and my under- 
standing is that it was placed in a voting trust in November of 1952 as 
a result of a series of proceedings and discussions which involved the 


so-called Weesner interests. 


* * * Ps 2* 


[Tr. 2336, Rep. Tr. 1761] 

* * * * * * 

My purpose for coming here was, it seems to me that generally 
it would be perfectly proper for me to indicate an interest in certain 
aspects of this acquisition case. I felt that a failure for me to indicate 
any such interest might indicate a lack of confidence in the manage- 
ment of the company, or in some other way might be thought of as, or 
rather that my silence might give rise to some inferences which I would 
wish to avoid. Quite simply, I would wish to testify on two points. 

First, I would like to appear with what knowledge I have as what 
one might call a character witness for the management of Lake Central 
Airlines, for which I have some responsibility, since as a voting " 


¢ ° 


* 


> 
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trustee I was in major part responsible for the selection of the existing 
Board of Directors, who is a Board responsible for and must either 
vouch for or get along without the management of the company. 
In that connection, while I have known the managerial group in 


Lake Central Airlines, except Mr. Hicks, whom I have 


[Tr. 2337, Rep. Tr. 1762] 
known for many years, only in the past year or year and a half my ex- 
perience with them has been such as to cause me to Share with the other 
directors complete confidence in their integrity and their capacity. 

I am speaking not for the Board of Directors as a whole, but be- 
cause I did not ask them -- I did not ask them for permission to speak 
for them. I merely felt that I was justified in coming here to say what 
I have. 

I have in the past year or so had a reasonable opportunity to ob- 
serve the management of Lake Central Airlines from the top down, 
and I believe and I think that the record will show it, that having started 
way in the rut and having had a very, very bad time for a variety of 
reasons, they have pulled themselves up by the bootstraps and as of 
today, with what they have today, it seems that they are entitled to be 
considered as among the cream of the operating people in the local ser- 
vice picture, and goodness knows there are a lot of good people in that 
field. 

Mr. Hicks is a highly experienced man [ have come to believe, 
since I have come to know Mr. Hartman and Mr. Clifford, and some 
of the other people that they are not only competent in their field, but are 
using extraordinary effort to make a good airline out of Lake Central 
Airlines. 


In my experience in observing them not only as executives, but 


observing the employee group who own the stock of this 









[Tr. 2339, Rep. Tr. 1764] 
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[Tr. 2338, Rep. Tr. 1763] 
company subject to what rights, if any, North Central may have, are 
an enthusiastic group of people with high morale and they are, in my 
judgment, doing a good job and [ say that based on observation. 

I am known in the airline, I have been in their office and I have 
talked with the employees as a group, as well as with a number of 
employees as individuals. So whether this contributes particularly to 
the record in this case, I do not know, but for what it is worth, I wish 
to be considered as having appeared as a witness with respect to that 
aspect of the operations of Lake Central Airlines as it is operated today. 

The only other thing I would wish to make reference to has to do 
with the chronic financial difficulties with which Lake Central has been 
confronted over the years, and it is perfectly clear that they have been 
confronted with such difficulties and they still have them, and I am quite 
sure that in the presentation here, one of the considerations which will 
be pressed upon the Board, and it is a perfectly valid one, is that should 
North Central acquire the stock of Lake Central and the companies merge, 
the financial difficulties with which the operations has been confronted 
will disappear, because North Central is a strong airline as of today 


and have adequate financial resources to operate the 


[Tr. 2339, Rep. Tr. 1764] 
combined system. I have little doubt that that is true. 

It is also my view, and I base this not on just a random judgment, 
but discussions that I have had with people in the area, people in the 
company, and financial people here and there, that whichever way this 
acquisition case is decided, Lake Central's financial difficulties will 
disappear because it has appeared to me, from talking with people who 
are in a position to know, that but for the difficulties which are a result ° 
of this litigated question and other types of unresolved matters, which 


in some degree are related to it, Lake Central, witha permanent x 


w 


certificate and with the promise that it has of improving its, situation, 


~~ 
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will have little difficulty in putting its financial house in order through 
additional equity capital and a readjustment of its debt, as presently is 
indicated in the record of this proceeding now. 

That is all I have to say. 

Mr. Wheeler: No questions. 

By Mr. Grisard: 

Q. Mr. O'Connell, have you any opinion as to whether or not the 
salaries of the present officers of Lake Central are excessive? 
A. I have an opinion that they are not. The Board of Directors, of 
which Iam a member, approved the salaries of all of the officers of 
Lake Central Airlines. 

Q. Mr. O'Connell, have you seen the advertisement 


[Tr. 2340, Rep. Tr. 1765] 
which is reproduced as Exhibit LCES-563? <A. I have. 


ca * * * * x 


[Tr. 2342, Rep. Tr. 1767] 

* * * * * *x 

The Witness: As a reader of the ad and as a person interested in 
Lake Central Airlines, and as a member of the Board of Directors of 
Lake Central Airlines, it was my judgment when I read it that the ad 
would hurt the credit, the reputation of Lake Central Airlines in its 
own area; that it would be destructive of the morale of the employees, 
and that in no way could [ see that it was in the interest of the airline 
that I happened to be connected with. 

And I have one more thing to say: That is that my reaction funda- 
mentally was, my understanding of controversial cases as they are 
tried in Washington and this case was being tried in Columbus and 
Indianapolis, and in Kokomo, through this advertisement. 

That was my opinion of it then andI am clear that it was destruc- 


tive of important aspects of the organization which I happen to be 


+. ¥ 
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involved in at the present time. 


* * * * * * 


[Tr. 2354, Rep. Tr. 1779] 
* * * x * * 
Mr. Wheeler, do you have rebuttal to offer ? 
Mr. Wheeler: Yes, Mr. Examiner. 


* * * x * * 


[Tr. 2355, Rep. Tr. 1780] 
H. N. CARR 
was recalled as a witness, having been previously sworn, was further 


examined and testified as follows: 


* * * * * * 


[Tr. 2420, Rep. Tr. 1845] 
* * * * * * 
[ CROSS EXAMINATION] 
By Mr. Wenner: 

Q. Do you consider, Mr. Hicks a capable manager of an airline? 

Mr. Wheeler: Are you serious about the question? 

Mr. Wenner: I am very serious about the question. I wouldn't 
have asked it. 

The Witness: I have a very high regard for Mr. Hicks' ability, 
particularly in the public relations and sales field. It is not my under- 
standing that he has ever been general manager of an airline, and I 
think to that extent his ability 


[Tr. 2421, Rep. Tr. 1846] 
is as yet unproven. I think that he did an excellent job of public rela- 
tions in his previous connections, and I certainly would be the first | 


to admit that. As to his over-all managerial ability, I weally am ase 


on 


4 2 
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[Tr. 2421, Rep. Tr. 1846] 


in a position to Say. 


x * 


[Tr. 2423, Rep. Tr. 1848] 
Q. Has the operation of that airline been unusually difficult from 
a management standpoint? Have they faced very difficult problems, 
such as having a contract with North Central overhanging over their 
heads, and the morale problem that arises from that? Has that been 
difficult? A. I would say that that would be considered a difficult 
problem. 


oe 


[Tr. 2429, Rep. Tr. 1854] 

* * * ae * *x 

Q. Now with respect to your opinion of the management of Lake 
Central, can you tell us whether you would be desirous of having all, 
or many, or just how many of Lake Central's top management go over 
to North Central? A. Our organizational plan for the consolidation of 
the two companies has not been finalized. To that extent I cannot give 
you a specific answer that we would want this man and not want that 
man. My general approach to it would be to invite each of the members 
of the management organization of the present Lake Central Airlines 
into the consolidated operation, in one capacity or another. 

We have heard Mr. Clifford say that he would be interested in 
flying as a Captain with our company. Mr. Hicks, if he accepteda 
position, might go into the traffic department in one capacity or another. 

Examiner Pfeiffer: Would you hire Mr. Hartman as a treasurer of 
the combined companies ? 

The Witness: As treasurer of the combined companies ? 


Examiner Pfeiffer: Yes. 





[Tr. 2456, Rep. Tr. 1876] 
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[Tr. 2430, Rep. Tr. 1855] 

The Witness: No, I wouldn't. 

By Mr. Wenner: 

Q. Is it that you have a treasurer now, among other reasons? 
A. Yes. That is not the deciding reason. 

Q. When you say you would take them over, you mean in a manage- 
ment capacity or in some capacity? A. Well, in the capacity to which 
they could be fitted in most appropriately and would be of interest to 
them. Generally that would be in a supervisory or management capa- 
city. Mr. Clifford is the only one that I can think of offhand that might 
go into what you would call a technical capacity or as a management. 


* * * * * * 


[Tr. 2455, Rep. Tr. 1875] 
* * * * * * 
THOMAS C. SPRAUL 

was called as a witness and, having been first duly sworn, was examined > 
and testified as follows: 

Examiner Pfeiffer: Give your full name to the reporter and the 
position you hold with the city ? 

A. Thomas C. Spraul. I am an attorney in Cincinnati and I have 
been designated to appear here on behalf of the City Manager of the 
City of Cincinnati, Mr. C. A. Harrell. 


* * 2x * * * 


[Tr. 2456, Rep. Tr. 1876] 
* * * * * * 
The Witness: * * * "Dear Sir:'' -- the date of the letter is 
October 21, 1955. 
"The City of Cincinnati respectfully directs your attention to 
Docket 5770, et al, Lake Central Airlines Acquisition case. yy 








[Tr. 2456, Rep. Tr. 1876] 
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"The city is presently served by Lake Central Airlines, Inc., 


d 


and for this reason is substantially interested in improved service to 
major cities in Ohio, Kentucky, Michigan, Indiana, Illinois, Wisconsin 
and Minnesota, with which the city has a substantial community of in- 
terest. 


"The successful conclusion of the merger proposal at issue in 


s 


Docket 5770, would provide this improvement and at the same time 
make available a one-carrier service between Cincinnati and many « 
points in Wisconsin, Minnesota and Michigan, which is not available at 

the present time. 


"The city also has another phase of interest because of 


[Tr. 2457, Rep. Tr. 1877] 


its cooperation with Hamilton County in the development of a new conti- 


Te 


nental type airport seven miles from the center of the city metropolitan 
area and immediately adjacent to the highly industrialized Mill Creek 
Valley in which aircraft, jet engines, critical electronic equipment 

for military use, automotive parts and accessories, chemicals, 
specialized machine tools and fabricated steel structures are manu- " 
factured. 

"Your favorable consideration of the merger proposal in Docket 
5770 will considerably improve and expand the air transportation fa- 
cilities available to this area and strengthen tie community of iterest 
with all metropolitan centers to the northeast, north and northwest. 

"Yours very sincerely, C. A. Harrell, City Manager."' 

Examiner Pfeiffer: Thank you sir, is there anything you desire 
to add to that statement? 

The Witness: Nothing other than the fact that the City of Cincin- 
nati does favor this merger proposal and feels that under the merged 
corporation, Cincinnati would be afforded better facilities, especially 
increased frequency of transportation. 


Examiner Pfeiffer: Is the service that you are receiving at the 


“ks by 









[Tr. 2467, Rep. Tr. 1887] 







present time adequate ? 
The Witness: Let me put it this way: It is my understanding that 





the city feels that the service could be better, in that if this merger went 





through, we would have an alternate 






[Tr. 2458, Rep. Tr. 1878] 
route to Detroit which would be via Indianapolis, South Bend and Battle 


Creek, and we would have single-carrier service to Battle Creek and 





Jackson, Michigan. 
Examiner Pfeiffer: Is there a community of interest between Cin- 







cinnati and those points ? 
The Witness: Yes, sir. 
Examiner Pfeiffer: Could you elaborate on that? 





















The Witness: I don't have the details on exactly what that com- 
munity of interest is, no, sir, but there are certain industries in South 
Bend and Battle Creek which are doing business with certain industries 
in Cincinnati, as I understand. 
Examiner Pfeiffer: If this merger is disapproved and Lake Cen- 
< tral is able to obtain better financing, could they not provide you with 
as good service as you can get with the merger? 
;* The Witness: Well, it seems to be the general feeling that there 
has been a lack of aggression, or aggressive leadership on the part of 
Lake Central at present and it just seems to be indicated that the mer- 
ger would provide a more aggressive outfit which would follow on through 


with giving the increased facilities. 


* * * * * x 


a [Tr. 2467, Rep. Tr. 1887] 
G. RANDALL PRICE 
was called as a witness and, having been first duly sworn, was ex- 


amined and testified as follows: 
DIRECT TESTIMONY OF MR. PRICE 






. Poy, oe a 
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Examiner Pfeiffer: Give your full name to the reporter. 

The Witness: My name is G. Randall Price. I am an attorney. 

Examiner Pfeiffer: What position do you hold with the City of 
Battle Creek? 

The Witness: I hold no official position. I am an attorney there 
and I was asked to come to present these letters on behalf of the city. 

Examiner Pfeiffer: On behalf of the city? 

The Witness: The city, the Chamber of Commerce and the Air 
Park Board. I have three letters. 


* * * * * * 


[Tr. 2470, Rep. Tr. 1890] 

* a * xe x * 

Examiner Pfeiffer: What community of interest, if any, does 
Battle Creek have with cities on Lake Central's route? 

The Witness: It has a great community of interest with Grand 
Rapids. I might say this, that if there is anyplace Battle Creek would 
like to be served by air, it is Grand Rapids and also points south. 
Grand Rapids is an extremely difficult place to get to by any means 
of transportation from Battle Creek and that is the hub of western 
Michigan. 


[Tr. 2471, Rep. Tr. 1891] 

Examiner Pfeiffer: Are you familiar with Lake Central's route? 

The Witness: Iam. That flies from Grand Rapids through Kala- 
mazoo and points south but Lake Central, from Battle Creek we have 
hardly even heard of it because people who have tried to use it have had 
bitter experiences of going over there and finding that instead of stop- 
ping at Kalamazoo they have alternated to Battle Creek and you go over 
to Kalamazoo and find the plane has stopped at Battle Creek, even, 
at times. 


Then, too, they haven't aggressively promoted anything that I 


Pa , ms 
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know of because we have hardly even heard of them in Battle Creek. 
We make practically no use of their service. 

| What Battle Creek would like is a north-south service. They 
would like to have connections with Grand Rapids as well as Kokomo, 
Indianapolis and points in Ohio. We have good east and west service 
now, but we would like north and south service as well as possibly ser- 
vice to other Michigan cities that could be had by criss-crossing. 

Examiner Pfeiffer: Tell me. You don't receive service from 
Lake Central now, do you? 

The Witness: No. It is designated as an alternate stop in case 
Kalamazoo is unavailable for a stop. We have a very good airport in 
Battle Creek. We have a control tower there and we have long runways 
that accommodate jets, whereas Kalamazoo, we understand, is not as 


good an airport. 


[Tr. 2474, Rep. Tr. 1894] 

* * * * * * 

Examiner Pfeiffer: Do you have any community of interest with 
the cities to the south, on Lake Central's route? 

The Witness: Yes, we do. I have never myself had to go south 
very much but I understand there is quite a bit of traffic down to Indian- 
apolis, and I know there is a lot of traffic down to Ohio, at points like 
Dayton, Lima, and places like that in Ohio. There is quite a lot of 
traffic that way. And of course we would like to be able to fly single 
plane to Cleveland, if we possibly could. 


* * * * * * 


[Tr. 2558, Rep. Tr. 1977] 
* * x * * * 
Mr. Grisard: Yesterday Mr. Wheeler asked me to ascertain, 
I believe the request was to find out whether or not Mr. Krieg, in his 


representation of the employee group in the breach of contract action 
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at Indianapolis was being paid by the corporation, or by the employee 
group, and if by the employee group whether on a contingent basis or 
whether any downpayment or retainer had been made to him. 

Mr. Hartman was contacted yesterday and stated that he had testi- 
fied already to the fact in this record that Mr. Krieg was retained on 
a wholly contingent basis. If he loses 


[Tr. 2559, Rep. Tr. 1978] 

the case he gets nothing except out-of-pocket expenses. 

Mr. Wheeler: Who has paid the out-of-pocket expenses up to now? 

Mr. Grisard: There have been none paid by now but they will be 
paid by the employee group. I also want the record to show that the 
employee group has deposited with Lake Central, the corporation, one 
thousand dollars against the expenses of printing, mimeographing, wit- 
ness expenses, and so forth, and that thousand dollars is to remain there 
until all these expenses are itemized and ascertained and definitely known. 
That will be known, of course, when all the invoices are received. 

That thousand dollars will be applied toward that cost, and if any 
additional cost, it will be paid by the employee group. 

Mr. Wheeler: When was that put in the corporation? 

Mr. Grisard: It was done after Mr. Hartman's appearance here on 
the stand. 

Mr. Examiner, you asked for clarification -- 

Mr. Wheeler: Just one moment please. I wonder if you can tell 
me who contributed the thousand dollars? 

Mr. Grisard: Put in by Mr. Hartman and Mr. Clifford. 

Mr. Wheeler: Fifty-:fifty ? 

Mr. Grisard: As the representatives of the entire group. There 


is more than a thousand dollars of fund 








[Tr. 2560, Rep. Tr. 1979] 
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[Tr. 2560, Rep. Tr. 1979] 
available for that purpose. 

Mr. Wheeler: What I am asking is did the employees themselves 
put that in in amounts, or did Mr. Hartman and Clifford lend the employ- 
ees that amount? 

Mr. Grisard: There was no loan. It was made up of funds on hand 
to the group. 

Mr. Wheeler: Contributed by the individual employees ? 

Mr. Grisard Yes. 

Mr. Wheeler: By the individual employees? 

Mr. Grisard: By the individual employees. Each person who has 
subscribed to the stock. Not by individual employees who are employee- 
stockholders. 

Mr. Wheeler: Were the officers authorized to do that by the employ- 
ees? 

Mr. Grisard: I would assume so. 

Mr. Wenner: Officers of the group. 

Mr. Wheeler: Yes. What was this money doing? How was it ar- 
rived at? 

Mr. Grisard I don't think that is pertinent at all, Mr. Examiner. 
If he wants to get into another legal action as I understand he is threaten- 
ing to do, that is something that he can get at that time. But for purposes 
of this case, I think it is satisfactory or sufficient to show that there is 


this amount on deposit with the corporation. 
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EMPLOYEE VOTING TRUST CERTIFICATE OWNERS 
NAME NO. OF NO. OF 
SHARES NAME SHARES 
Peggy C. Allen 100 Mary Ann Brown 100 


407 N. Pennsylvania #1116 
Indianapolis, Indiana 


Bernard F. Antor 200 
R. R. #2, Youell Pike 
Ludlow, Kentucky 


Charles B. Bales 300 
136 S. Grant 
W. Lafayette, Indiana 


Apt. 908, Essex House 
Indianapolis, Indiana 


James N. Burkhart, Jr. 500 
1416 Madison Avenue 
Columbus, Ohio 


James R. Burkhart 200 
458 N. Jackson Street 
Franklin, Indiana 


Clifford Ball 100 James O. Canida 300 
1602 Vinewood Avenue 237-1/2 W. 38th Street 
Indianapolis, Indiana Indianapolis, Indiana 

Simon W. Bardsley 1000 Clarence R, Carr 400 


Trailer City 

Bridgeport, Indiana 

Cloyd R. Bartholomew 875 
1254 S. Glenarm Road 
Indianapolis 21, Ind. 


Joseph R. Beal 300 
110 Lawton 
Danville, Indiana 


James P. Berfanger 200 
1012 S. Worth Street 
Indianapolis, Indiana 


1815 S. Fountain Avenue 
Springfield, Ohio 
Joan Cassidy 100 


981 E. Town Street 
Columbus, Ohio 


Lee Chenault 150 
475 W. 25th Street 
Indianapolis, Indiana 


Arnold E. Click 50 
103 West South B Street 
Gas City, Indiana 


Gene E. Billings 100 Robert W. Clifford 2000 
749 Don Way 330 Manhattan 

Kalamazoo, Michigan Indianapolis, Indiana 

Harry R. Blake 100 Donald E. Coffey 100 


382 S. Archer Avenue 
Chicago, Illinois 


Melvin T. Blaney 1500 
27 Franklin Park, West 
Columbus, Ohio 


Carl W. Boyer, Jr. 200 
2277 Century Jrive 
Columbus, Ohio 


1034 S. Worth Street 
Indianapolis, Indiana 


Elnora Coleman 100 
2033 S. Highschool Road 
Indianapolis, Indiana 


John Colescott 200 
201 S. Center Street 
Plainfield, Indiana 
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NAME 


Robert D. Collins 
4306 Milan, S. W. 
Grand Rapids, Mich. 200 


Catherine Collingnon 
3065 Fifth Avenue, East 
Indianapolis, Ind. 100 


Thomas A. Cooney 
2220 Fisher 
Indianapolis, Ind. 


Jack L. Cory 
4208 Spann Avenue 
Indianapolis, Ind. 


Thomas L. Cotter 
5170 W. Washington 
Indianapolis, Ind. 1000 


William R. Cowden 
1709 N. Linwood 
Indianapolis, Ind. 200 


Forest Dale Cunningham 
Judson 
Indiana 


Loren K. Davis 
R.R. 2, Box 101 
Bridgeport, Ind. 


William A. Davis 
3525 East 17th Street 
Columbus, Ohio 


James Demlow 
319 Fairlawn 
Mansfield, Ohio 


C. L. Desterbecque 
1243 W. 31st Street 
Indianapolis, Ind. 


James Dickie 
807-1/2 W. North Street 
Lima, Ohio 300 


David R. Donham 
9328 Broadway 
Indianapolis, Ind. 


NAME 


N. Louise Dragoo 
4042 Bowman Avenue 
Indianapolis 27, Ind. 


James Elrod 
3785 Karl Road 
Columbus, Ohio 


Gerald L. Estelle 
1112 Fletcher Avenue 
Indianapolis, Ind. 250 


Clive E. Etchison, Jr. 
7709 N. Pershing Road 
Indianapolis, Ind. 300 


John Farlow 
9355 Melbina 
Chicago, Illinois 


Alice Fath 
130 Johnson Avenue 
Indianapolis, Ind. 475 


Robert D. Fisher 
5860 E. Michigan Street 
Indianapolis, Ind. 475 


William C. Fitzgerald 
4801 Division Ave., S. 
Grand Rapids, Mich. 200 


Clifford M. Fox 
37S. 13th Street 
Richmond, Indiana 


Marilyn Franklin 
136-1/2 S. Vine Street 
Plainfield, Indiana 50 


Carl E. Fritts 
219 N. 18th Avenue 
Beech Grove, Ind. 1300 


Donald Frye 
507 Rodney Street 
Brownsburg, Indiana 100 


Oliver W. Gager 
9148S. Kellner Road 
Columbus, Ohio 1000 
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NO. OF 
NAME SHARES 
Albert C. Dorsey 
414 Philadelphia Street 
Covington, Kentucky 300 
[2659 | 


Charles L. George 
4022 Beechcreek Road 
Columhis 13, Ohio 2000 


D. S. Getchell 
139 N. Center Street 
Plainfield, Indiana 1000 


Harvey C. Goff 
704 Raymond Street 
Plainfield, Indiana 1000 


Robert Graham 
339 West Oak Street 
W. Lafayette, Ind. 2500 


Albert F. Grisard 
412 Metropolitan Bank Bldg. 
Washington 5, D.C. 1000 


Jerry N. Haas 
404 S. Ashburton Rd., Apt.C 
Columbus, Ohio 1000 


Raymond C. Hart 
1829 N. Rochester 
Indianapolis, Indiana 100 


Lloyd W. Hartman 
3557 North Chester 
Indianapolis, Indiana 3000 


Daniel T. Hass 
3251 W. 41st Street 
Indianapolis, Indiana 300 


David Heath 
R.R. 1, Box 45 
Fairland, Indiana 50 


John Heck, Jr. 
136 South Vine Street 
Plainfield, Indiana 100 


Melvin L. Henry 
2207 E. Dudley 

Indianapolis, Indiana 900 
“ye ; peaks, 
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NO. OF 

NAME SHARES 
Donn F. Gaynor 
160 Park Avenue, W. 
Mansfield, Ohio 400 

NOR - 12 
William C. Hicks P88? 
0334 College Avenue 
Indianapolis, Ind. 2900 
Charles L. Hilderbrand 
R.R. #1 
Danville, Indiana 450 


Walter Hodges 
2016 Park Avenue 
Indianapolis, Ind. 1000 


Palmer L. Holliday 
2295 7th Street, N. W. 
New Philadelphia, Ohio 100 


Norman R. Homan 
021 S. East Street 
Plainfield, Indiana 400 


John Horn 
3448 E. Broad Street 
Columbus 13, Ohio 1500 


James W. E. Humphrey 
403 S. Madison 
Bloomington, Ind. 2500 


Alma Hutsell 
134 N. Whitcomb Street 
Indianapolis, Indiana 50 


Richard Jacobs 
1912 Prospect 
Indianapolis, Indiana 200 


R. T. Johnson 
226 East Third Street 
Peru, Indiana 350 


Alan W. Kanost 
1116 S. Ninth Street 
Richmond, Indiana 300 


Everett J. Landrum 

729 College Drive 

Columbus, Ohio. 200 » 
= ‘s « «a é 
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NO. OF 
NAME SHARES 
Glen R. Herman 
2735 S. Pulaski Road 
Chicago, Illinois 100 


Gwin Hicks 
407 N. Pennsylvania #709 
Indianapolis, Indiana 2899 
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OPTION CONTRACT 

This option, made by Roscoe P. Weesner, William W. Weesner, ° 

and R. Paul Weesner (hereinafter called "Offrors") is extended to 
Lloyd W. Hartman and Robert W. Clifford of Indianapolis, Indiana 

(hereinafter called "Offerees") on the express terms and conditions 


hereinafter set forth. 
WITNESSETH THAT: 


Roscoe P. Weesner owns 68, 250 shares, William W. Weesner 
owns 11,804 shares, and R. Paul Weesner owns 900 shares of the com- 
mon capital stock of Lake Central Airlines, Inc. ('"Lake Central"), ora 
total of 80,954 shares of such stock out of 83,039 shares issued and out- 
standing. The stock offered for sale under this option includes all of 


the 80,954 shares just described. 


WHEREAS, Offerors desire to dispose of the 80,954 shares of 
stock as aforesaid, and Offerees desire to obtain ownership of said shares, 
NOW THEREFORE, In consideration of the receipt of one dollar 
($1.00) and other considerations, Offerors grant to Offerees, upon the 
terms and conditions enumerated below, an option to purchase 80, 954 
shares of the common capital stock of Lake Central Airlines, Inc. at 
one dollar ($1.00) per share, which option shall stand irrevocable for the 


term specified in Paragraph 3 hereof. This option is subject to the fol- 


lowing terms and conditions: 


1. Said option is extended to Lloyd W. Hartman and Robert W. 


Clifford, acting for themselves, and such other officers and employees of 

































NO. OF 
NAME SHARES 


John J. Lanigan 
7141 S. Campbell 
Chicago, Illinois 200 : 


Vaughn E. Law 
6212 S. Keating Avenue 
Chicago, Illinois 750 


NOR-15 
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Lake Central, and such other persons as the said Hartman and Clifford 
may designate. 

2. The option will be subject to any prior right of North Cen- 
tral Airlines, Inc. to purchase the shares of stock in Lake Central Air- 
lines, Inc. now owned by Roscoe P. Weesner and William W. Weesner, 
individually, and can be exercised only after each of the following events 


has occurred: 


[2668 ] NOR-15 
The Civil Aeronautics Board by formal or informer’ : 
action concurs in the exercise of this option. 
The Civil Aeronautics Board grants Lake Central 
an extension of its certificate of public convenience 
and necessity for Route No. 88 for at least one year 
beyond December 21, 1954, upon such showing as 
may be deemed necessary by the Board under CAB 
Docket No. 6234. 

3. Offerees will have 30 days from the date of this option within 
which to obtain firm commitments to purchase all of said 80, 954 shares 
of common stock and to present proof of such commitments to Charles 
S. Murphy, Washington, D. C., attorney for Offerors, and to the Civil 
Aeronautics Board. 

4. Upon the accomplishment of the conditions specified in 
Paragraph 3, supra, Offerees will have an additional period of 30 days 
within which to obtain firm commitments, contingent upon the renewal 
for at least one year of Lake Central's certificate of public convenience 
and necessity for Route No. 88 in Docket No. 6234, for the purchase of 
a new class of stock or other indebtedness of Lake Central (described in 
Paragraph 7(b) infra) which will yield Lake Central at least $250, 000. 00, 
and file with the Civil Aeronautics Board all necessary requests, motions, 
or applications for such action as may be required in order for this option 


to be exercised. It is the intent of this paragraph and Paragraph 3, supra, 





[2668] 


that Offerees, provided the conditions of Paragraph 3 are met, will have 
a total period of 60 days from the date of this option within which to ac- 
complish the matters specified in Paragraphs 3 and 4. 

5. Upon the accomplishment of the matters specified in Para- 
graphs 3 and 4 within 60 days from the date hereof, this option will be 
continued during the time the matter is under consideration by the Civil 
Aeronautics Board. And upon the accomplishment of the two conditions 
stated in Paragraph 2, supra, 


[2669 ] abi 


Offerees will have 30 days additional time to exercise the option herein 
extended. The exercise of the option shall consist of the following, all 
accomplished within the 30-day period of time: 
(a) Written notice to Offerors and their attorney, 

Charles S. Murphy, of the election to exercise 

the option. 

Delivery to Offerors of one dollar ($1.00) per share 

for not less than 42, 350 shares of common stock of 

Lake Central. 

Delivery to Offerors of negotiable promissory notes, 


bearing interest at 5 percent per annum promising 


to pay one dollar ($1. 00) per share for any remain- 


ing shares of common stock (not exceeding 38, 604 
shares) for which payment has not been made pur- 
suant to sub-paragraph (b) hereof. The notes will be 
signed by various individuals and will provide for 
payment within 24 months. Im the case of stock 

with respect to which payment is made under this 
sub-paragraph (c), the new owners will pledge such 
stock to Offerors as collateral security of the under- 
taking evidenced by their notes. Payment of the notes 
will be made on a monthly basis with the privilege of 


accelerating payments. 
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6. Offerees and others entering into stock purchase commit- 
ments pursuant to this option will thereby become parties to a voting 
trust contract under which voting rights to the 80,954 shares of common 
stock purchased will be vested in a committee of three trustees, said 
voting trust to be irrevocable until January 1,1957. If the Civil Aero- 
nautics Board so desires, the selection of the original three trustees, 
as well as any changes in trustees, will be subject to Civil Aeronautics 
Board approval. On or prior to December 31, 1956, the term of such 


NOR -15 
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voting trust may be extended by majority vote of the stock interest sub- 
ject to the voting trust contract, for an additional period. All of the 
80,954 shares of common stock which are the subject of this option con- 
tract will remain within such voting trust until January 1, 1957 and there- 
after until the trust is terminated regardless of the ownership thereof, 


except that if any stock pledge to secure promissory notes delivered 


under Paragraph 5(c), supra, shall revert to the Offerors as a result of 


default, such stock shall no longer be subject to such voting trust. 

7. Offerors hereby authorize Harry V. Wade, Voting Trustee 
as to Offerors' 80,954 shares of common stock under a Voting Trust 
Contract executed November 18,1952, to call a special meeting of the 
present Board of Directors of Lake Central to cause the following to be 
accomplished: 

(a) Contingent upon the exercise of this option, to amend 

the by-laws of the corporation so as to enlarge the 
Board of Directors from five to fifteen members and 
to provide for representation thereon of financial in- 
terests which supply new capital and for universities 
in the states served by Lake Central; and to create an 
Executive Committee of the Board of Directors which 


will consist of five members. 
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(b) Contingent upon the exercise of this option, and pursuant 
to Paragraph Eleventh of Lake Central's Certificate of 
Incorporation, to amend Paragraph Fourth of said Certi- » 
ficate so as to authorize the corporation to issue new 
and different classes of stock and indebtedness. 

(c) Contingent upon the exercise of this option, to make 
application to the Civil Aeronautics Board under Docket 


No. 4034 for approval, as required 


NOR-15 
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by Paragraph 3 of Order Serial No. E-7054, of the 


termination of the Voting Trust therein referred to 
and, to the extent required, of the changes proposed by 
this option contract. 

8. Provided this option is exercised, the expenses and legal 
fees of the parties incident to this transaction will be borne by the cor- 
poration, and the right to exercise this option shall be contingent upon 
agreement by the corporation to pay such expenses and fees. 

Executed at Washington, D.C., on this 25th day of June, 1954. 

/s/ Roscoe P. Weesner 
/s/ William W. Weesner i 
By R. P. Weesner 
/s/ R. Paul Weesner 
ACCEPTANCE By R. P. Weesner, | 

We accept the foregoing option as being in compliance with a 
"Memorandum of Understanding and Intent Between Roscoe P. Weesner 
and Lloyd W. Hartman and Robert W. Clifford" executed on May 21, 

1954, at Washington, D.C. We agree that we will use our best efforts 
to bring about promptly the accomplishment of the conditions specified 


in Paragraphs 2, 3 and 4 of the foregoing option. 
Signed on the 25th day of June, 1954. 
/s/ Lloyd W. Hartman 
/s/ Robert W. Clifford 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 


SUBPENA 


Lake Central Airlines, Inc. 
Weir Cook Airport 
Indianapolis, Indiana 


At the instance of North Central Airlines, Inc. you are hereby 


required to produce by September 21,1955, the exchange of exhibit date 
in Civil Aeronautics Board Docket No. 5770 et al, at the office of A. L. 
Wheeler, the following information: 


die 


Copy of Operation, Maintenance and Traffic, Communi- 
cation and Treasury Manuals - 1955. 


Organizational Chart - 1955. 


List of employees and compensation by job titles and 
stations. 


Inventory of all flight equipment, spare parts and 
accessories by quantity and initial cost - recent date. 


Inventory of all ground and maintenance equipment by 
quantity and initial cost and location - recent date. 


Inventory of all station and headquarters and other equip- 
ment by quantity, initial cost and location - recent date. 


Location, square footage and amount of rental of all han- 
gars, shops, stations, ticket offices, headquarters offices 
and other facilities by these categories for a recent month. 


Landing fee at all airports by rate, total amount and 
location for a recent month. 


Fual and oil prices, per gallon, by stations for current 
month. 


Method of refueling by station whether by Lake Central, 
fuel company, fixed base operator or others and amount 
of charge, if any, for service. 


A copy of all insurance policies. 
Copies of all labor contracts. 


Personnel additions and terminations by month for year 
ending June 30, 1955 giving job classifications and salaries 
of affected personnel. 


Point to point traffic density by flights - January 1954-- 
June 30, 1955. 


.e 


- 
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15. 


16. 
Bis 


18. 


19. 


20. 


21. 


22. 
23. 


Interline traffic originating on Lake Central destined to 
North Central points for year ending June 30, 1955. 


[Not Admitted] NOR-18 
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Aging of accounts payable for current month. 


Analysis of notes payable by due dates, when paid and 
time to run and amount involved, to whom owed for year 
ending June 30, 1955. 


Engine overhaul contract and frame overhaul contract. 
If no contract, cost of last aircraft and/or engine over- 
haul when put on line. 


Directors’ fees and executive committee fees, per meet- 
ing, and number of meetings per year, together with in- 
cidental out-of-pocket cost for year ending June 30, 1955. 


Advertising expenditures by cities by radio, newspapers, 
TV, billboard and other media for year ending June 30, 
1955. 


Cost of printing schedules for year, number of schedules 
printed for year ending June 30, 1955 (formulae for cost, 
if any). 


On-line revenue by stations for year ending June 30, 1955. 


Number of extra sections operated by flight number by 
months and by days of the week for the second quarter of 
1955. 


Fail not at your peril. 


In Testimony Whereof, the undersigned, a member 
of the said Civil Aeronautics Board, or an officer 
designated by it, has hereunto set his hand 


at Washington, D. C. 
this 30th day of August, 1955. 
/s/ Paul N. Pfeiffer 
Hearing Examiner 


RETURN OF SERVICE 


I Hereby Certify that a duplicate original of the within subpena 


was duly served on William H. Krieg, General Counsel for Lake Central 
Airlines, 900 Circle Tower, Indianapolis 4, Indiana, by registered mail, 


return receipt requested on August 31, 1955. 








/s/ A. L. Wheeler 


5 
i 
; or NO a 
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NORTH CENTRAL AIRLINES, INC. 


BALANCE SHEET AS OF JULY 31, 1955 
ASSETS 


CURRENT ASSETS 


Cash in Banks 325, 802 
Accounts Receivable - U.S. Govt. 181, 049 
Accounts Receivable - Traffic 709, 879 
Other Current Receivables D1, 034 
Raw Materials and Misc. Supplies 148, 550 
Prepayments 43,972 


Total Current Assets $1, 460, 286 
INVESTMENTS AND SPECIAL FUNDS $ 1, 726 
FIXED ASSETS 


Flight Equipment $2, 290, 184 
Ground Equipment 498, 826 
Construction Work in Progress 104, 862 
Total Fixed Assets $2, 893, 872 
Less: Reserve for Depreciation 
and Obsolescence 1, 635, 989 
Net Fixed Assets $1, 257, 883 


OTHER ASSETS 


Extension and Development Expense $ 37,319 
Other Deferred Charges 19, 070 
Total Other Assets $ 56,389 


TOTAL ASSETS $2, 776, 284 


NOR -35 
T 
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NORTH CENTRAL AIRLINES, INC. 


BALANCE SHEET AS OF JULY 31, 1955 
LIABILITIES AND CAPITAL 


CURRENT LIABILITIES 


Notes Payable-Current Maturities of Long 

Term Debt - 4-3/4% - 12 Monthly In- 

stallments - Secured by Pledge of 

Flight Equipment 229, 000 
Notes Payable - Other 10, 033 
Accounts Fayable - Trade 186, 499 
Collections as Agent 105, 355 
Accounts Payable - Traffic 419, 299 
Accrued Salaries and Wages 180, 793 
Accrued Taxes Payable 20, 629 
Unearned Transportation 83,957 
Other Current & Accrued Liabilities 231, 899 


. 7 fed +S ah Wed 
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$1, 463, 464 
LONG-TERM DEBTS 


Notes Payable 4-3/4% Note Payable 
Secured by Pledge of Flight Equip- 
ment Due in Monthly Installments 
to Dec. 10,1957 $ 255, 000 
Notes Payable - Other 21, 023 
Debenture Bonds - 6% Due July 31, 1964 195, 700 
Total Long-Term Debts $ 471, 723 


CAPITAL AND SURPLUS 


Capital Stock of $1.00 Par Value 
Authorized - 750, 000 Shares 
Issued and Outstanding - 301, 066 
shares $ 316,427 
Capital Surplus 667, 019 
Earned Surplus 
Deficit as of 1/1/55 $208,806 
Net Profit (or Loss) 
Year to Date 66, 457 (142,349) $ 841,097 


TOTAL LIABILITIES AND CAPITAL $2, 776, 284 


[2719 ] NOR-36 


NORTH CENTRAL AIRLINES, INC. 
OPERATING PROFIT AND LOSS STATEMENT 


JANUARY 1, 1955 THROUGH JULY 31, 1955 
Current Month 


| Jul Year to Date 
Cents/ Cents/ 


Amount Mile Amount Mile 
OPERATING REVENUES: 


Passenger $539, 055 84.96 $2,600,592 74.87 
U.S. Mail 17, 590 Bu tt 123, 161 
Express ~ 10,391 1. 64 04, 834 
Excess Baggage 3, 740 0. 59 16, 712 
Other 1, 364 0. 21 33, 639 
Total Commercial 
Reserve $572,140 90.17 $2,828,938 81. 
Federal Subsidy — 82, 789 13.05 900,649 25. 
Total Operating 
Revenues $654, 929 103.22 $3, 729, 587 107. 
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Current Month July 


Amount 
OPERATING EXPENSES: 


Flying Operations $188, 773 
Direct Maint. -Flight 
Equipment 93, 629 
Depr.-Flight Equip. 37, 282 
Total Flying Expense $319, 684 
Ground Operations $ 95,450 
Ground & Ind. Maint. 32, 277 
Passenger Service 31,120 
Traffic and Sales 85, 559 
Advertising & Publicity 17,848 
General & Administrative 39, 147 
Depr. -Ground Equipment 5, 058 
Total Ground and 
Indirect Expense $306, 459 


Total Operating Exp. $626, 143 
OPERATING PROFIT $ 28,786 


Subsidy Required to 
Break Even $ 54, 003 


[2722] 


Cents 
Mile 


29.75 


14. 76 
9.87 
90. 38 
15.04 
9. 09 
4.91 
13. 48 
2.81 
6.17 
0.80 


48.30 
98. 68 
4. 54 


8.51 


Year to Date [2722] 
Cents 
Amount Mile 


$1, 060, 657 


490, 584 
250, 878 
$1, 802, 119 
$ 578,973 
188, 845 
183, 743 
481, 812 
111, 943 
252, 840 
35, 024 


$1, 833, 180 
$3, 635, 299 
S$ 94, 288 


$ 806, 361 


LAKE CENTRAL AIRLINES, INC. 


BALANCE SHEET AS OF JULY 31, 1955 


ASSETS 


CURRENT ASSETS: 


Cash, Working Funds and Special Deposits: 
Cash 
Working Fund Advances 
Total 


Current Receivables: 
United States Government 
Traffic 
Other Current Receivables 
Total Notes and Accounts Receivable 
Less: Reserve for Bad Debts 
Notes and Accounts Receivable - Net 


Materials and Supplies: 
Motor Fuels 
Raw Materials and Misc. Supplies 
Short-Term Prepayments 


Total Current Assets 


$ 26, 303 
4,184 
$ 30, 487 


$171, 226 
158, 365 
14, 803 
$344, 394 

2, 000 
$342, 394 


$ 2,047 
127, 040 
20, 028 


$ 521,996 
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INVESTMENTS AND SPECIAL FUNDS: 


Investments and Advances to Affiliates $ 2,579 2 
OPERATING PROPERTY AND EQUIPMENT: > 
Flight Equipment (Including Spare Parts) $618, 110 
Less: Reserve for Depreciation 247, 283 
Ground Property and Equipment 129, 308 
Less: Reserve for Depreciation 33, 1397 
Operating Property and Equipment - Net $ 466, 378 
Non-Operating Property and Equipment $ 161 
DEFERRED CHARGES: 
Extension and Development $ 29, 401 
Other Deferred Charges 16, 712 
Total $ 46,113 
TOTAL ASSETS $1, 037, 227 
[2723] NOR-39 
LAKE CENTRAL AIRLINES, INC. Page 


BALANCE SHEET AS OF JULY 31, 1955 


LIABILITIES AND CAPITAL 
CURRENT LIABILITIES: 


Notes Payable $ 210, 238 
Accounts Payable: 
General $ 257,988 
Collections as Agent 30, 098 
Airline Traffic Accounts 147,615 
Total $ 435, 700 
Accrued Salaries and Wages $ 46,166 
Accrued Taxes 14, 237 
Unearned Transportation Revenue 20, 286 
Other Current and Accrued Liabilities 7,453 
Total Current Liabilities $ 734, 080 
LONG-TERM DEBTS $ 189,864 
OTHER DEFERRED CREDITS $ 7,914 
RESERVE FOR AIRCRAFT OVERHAUL $ 170,787 


CAPITAL STOCK: 
Common Stock $1.00 Par Value Per Share 
Outstanding 83, 039 shares $ 83,039 





SURPLUS: 


Capital Surplus 
Earned Surplus: 


Unappropriated Earned Surplus 


Profit or Loss - Year to Date 
Total Earned Surplus 


Total Surplus 


TOTAL LIABILITIES AND CAPITAL 


[2724] 


$ 134, 799 


$ (181, 367) 
( 1,889) 
$ (183, 256) 


$( 48, 457) 
$1, 037, 227 


NOR-40 


LAKE CENTRAL AIRLINES, INC. 
QPERATING PROFIT AND LOSS STATEMENT 


JANUARY 1, 1955 THROUGH JULY 31, 1955 


Current Month 
July Year to Date 
Cents/ ents 
Amount Mile Amount Mile 


OPERATING REVENUES: 

Passengers $100,935 46.03 $ 535,554 45.56 
U.S. Mail 9,688 2.59 38,035 3.24 
Express 4,829 2.20 32,305 2.75 
Excess Baggage 428 0.20 2,352 0.20 
Other 1,816 0.83 8,512 0.72 

Total Commercial Reven ue $113,696 51.85 $ 616,758 52.47 
Federal Subsidy 129,036 58. 84 815,192 69,35 


Total Operating Revenue $242, 732 110.69 1, 431,950121.82 


OPERATING EXPENSES: 
Flying Operations 
Direct Maint. -Flight «quip. 
Depreciation-Flight Equip. 

Total Flying Expense 

Ground Operations 
Ground & Indirect Maint. 
Passenger Service 
Traffic and Sales 


$ 71,587 32.65 
30,624 13.96 168, 241 
7,049 3.21 36, 694 
$109,260 49.82 $ 615, 881 
$ 38,255 17.44 246,501 
14,665 6.69 122, 421 
10,217 4.66 57, 555 
35,062 15.99 222,040 
Advertising & Publicity 3,312 1.51 10, 884 
General and Administrative 22,556 10.29 137,272 
Depreciation-Ground Equip. 932 0.42 6, 297 
Total Ground & Ind. Exp. $124,998 57.00$ 802,971 


410, 946 


Total Operating Expenses $234,258 106. 82$141@ 852 


8, 474 
$120, 562 


3.87 $ 13,098 
54.97$ 802, 094 


OPERATING PROFIT : $ 


Subsidy Required to Break Even 
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[2747] 
OPERATING REVENUES AND EXPENSES 


NORTH CENTRAL AND LAKE CENTRAL AIRLINES 


CENTS PER REV. MILE, YEAR ENDING JUNE 30, 1955 





Amount of 
: * Difference 
North Lake NOR LCA 
REVENUES: Central Central Greater Greater 
Passenger 70. 06 43.95 236.11 
Express 1. 49 2.86 1.39 
Excess Baggage 0.45 0.20 0.25 
Other 1.19 1.22 0. 03 
Total Non-Mail 73.19 48.23 24.96 
U.S. Mail-Service and Non- . 
Priority 3.52 3.61 
Total Revenue Except 
Subsidy 16.71 01.84 24.87 0. 09 
Federal Subsidy 23500 75.87 42.51 ¢ 
Total Operating Rev. 110.07 iZgi« Tl 17. 64 ” 
EXPENSES: 
Flying Operations 30. 67 35. 66 4.99 
Direct Maint-Flight 
equip. 13.74 14,55 0.81 ga 
Depreciation-Flight 7.52 2.87 4.75 
equip. i 
Total 92.03 53. 08 1.05 
Ground Operations 16. 70 22.27 5. 97 
Ground & Ind. Maint. 2. 69 9.32 3. 63 
Passenger Service >.11 4.89 0.22 ™ 
Traffic & Sales 12.96 19.34 6.38 
Advertising & Publicity 2.97 0.85 2.12 
General & Administrative 7.26 11.81 4.55 
Depreciation-Ground 4 
Equip. Bhd t 69.09 17.32 
Total Operating Expense og 80 122.17 18.37 
Profit 6.27 5.54 0. 73 
: » 
ey eee Bees a0 70. 33 43.24 
Operating Ratio 1.35 2.36 1.01 
Total Op. Exp. Less Depr. 95.10 118. 69 23. 59 


Source: Carriers Forms 41 
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SIMILARITY OF CLIMATE 
NORTH CENTRAL'S AND LAKE CENTRAL'S SERVICE AREAS 
FOR PERIOD OF RECORD THRU 1951 


Cleve- India- Minne- 
land napolis Detroit Madison apolis 


Ground Elevation, 
it. 611 


Mean Temperatures 
January 25.0 
April , 
July 
October 
Annual 


Temperatures of 
Record 
Highest 105 107 
Lowest -23 -29 


Average Precipitation 
Inches Annually 33.06 31.24 


Average Snow, Sleet 
& Hail 
Inches Annually 33.9 : : , 38.3 


Percent of Possible 
Sunshine 
Annual Average 59 51 7 53 


Source: Statistical Abstract of the U.S., 1954 


[2767] NOR -62 


SIMILARITY OF POPULATION CHARACTERISTICS 
NORTH CENTRAL'S AND LAKE CENTRAL'S SERVICE AREAS 
1950 POPULATION IN THOUSANDS. 


Qhio_ Ind. . Mich. Wisc. Minn. 
Population 7,947 
Urban Population 5,578 1, 988 
Percent Urban 70 08 


Rural Non-Farm Pop 
1,515 


q 
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2 3 > 
(Cont'd. ) State State 
Ohio Ind. Av. Mich. Wisc. Minn. Av. 
Percent Non-Farm 19 23 20 18 21 21 20 ‘ 
Farm Population 853 667 695 725 740 « 
Percent Farm 11 17 13 11 21 25 17 
Median Age 31.2 30.4 29.8 31.0 30.6 
Number of ; 
Families 2,078 1,039 1, 625 868 748 re 
Av. Size of 
Family 4 4 4 4 4 
Family Income $ _ 
Median 3,000 3,197 3,519 3,256 3,163 ’ 
% Less than 
$2, 000 21.2 24.7 19.4 24.0 25.5 
%$5, 000 or e 
More 22.4 19.5 25.4 20.3 19.4 ‘ 
Source: Statistical Abstract for 1954 
[2770] NOR-65 
SIMILARITY OF INDUSTRY BY CLASSIFICATIONS ~ 


NORTH CENTRAL'S AND LAKE CENTRAL'S SERVICE AREAS 
DATA FOR 1947, MONEY FIGURES IN THOUSANDS OF DOLLARS 


Industry . Ohio Ind. Mich. Wisc. Minn. 
Food & Kindred Products 
“T. No. of Establishments 1,879 1,117 1,403 2,328 1,363 ~ 
2. No. of Employees : 67,003 44,773 47,626 55,276 46,565 
3. Value Added by R 
Manufacture 413,216 291,404 284,824 383,053 279,258 . 
Textile Mill Products 
1. No. of Establmts. | 82 35 56 86 40 
2. No.of Employees 10, 868 6,640 5,996 11,110 4,678 
3. Value Added by Mfr. 98,183 25,185 31,058 42,485 15, 456 
Apparel & Related Products , » 
1. No. of Establmts. | 493 172 235 175 199 
2. No. of Employees 31, 291 16,148 9,103 9,666 9,036 
3. Value Added by Mfr. 127, 753 57,256 34,043 35,502 33,684 
Lumber and Products 
1. No. of Establmts. 595 347 625 580 408 
2. No. of Employees 9, 454 9,215 16,083 15,813 6,327 


3. Vale .dded by Mfr. 37,521 36,339 68,995 60,704 24, 303 


~~ ™® 





217 


Industry Ohio 
° Furniture & Fixtures 
: 1. No. of Establmts. 333 
: 2. No. of Employees 26, 291 
3. Value Added by Mfr. 128, 293 
Paper and Allied Products 
. 1. No. of Establmts. 228 
L 2. No. of Employees 31, 674 
| 3. Value Added by Mfr. 199, 107 
Printing & Publishing 
1. No.of Establmts. 1, 505 
2. No. of Employees 49,943 
3. Value Added by Mfr. 322, 283 
Chemicals & Allied Products 
1. No. of Establmts. 641 
2. No.of Employees 37, 318 
3. Value Added by Mfr. 347, 226 
Petroleum & Coal Products 
1. No. of Establmts. 124 
2. No.of Employees 10, 959 
3. Value Added by Mfr. 95,811 
Rubber Products 
1. No. of Establmts. 134 
2. No. of Employees 83,475 
3. Value Added by Mfr. 381, 215 
Leather & Leather Products 
1. No. of Establmts. 117 
2. No. of Employees 18, 184 
3. Value Added by Mfr. 68, 293 
Stone, Clay & Glass Products 
1. No. of Establmts. 872 
2. No. of Employees 29, 720 
3. Value Added by Mfr. 293, 881 
[2771] 
Primary Metal Industries 
1. No.of Establmts. 605 
2. No. of Employees 177, 222 
3. Value Added by Mfr. 852, 772 
Fabricated Metal Products 
1. No. of Establmts. 1, 432 
2. No. of Employees 122,114 
3. Value Added by Mfr. 634, 746 





Ind. 


264 
21, 486 
84,870 


78 
9, 0206 
29, 788 


729 
15, 680 
82, 623 


230 
20, 272 
246, 144 


31 
16, 500 
113, 371 


31 
15, 743 
64, 631 


34 
2, 614 
9, 656 


411 
21, 027 
104, 918 


244 
82, 295 
449, 218 


470 
39, 946 


Mich. 


376 
22, 314 
94, 922 


160 
26, 022 
174, 319 


1, 124 
21, 677 
136, 983 


312 
33, 940 
281,118 


67 
3,479 
20, 247 


38 
15, 417 
85, 231 


49 
4,357 
23,822 


961 
15, 669 
88, 782 


452 
92, 606 
427, 239 


1, 326 
90, 853 
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Wisc. Minn, 
141 113 
12, 615 3,182 
90,084 13,201 
169 56 
28,144 8,943 
188,733 61,942 
754 137 
16,542 18,143 
86,131 105, 343 
217 LTT 
9,890 4,952 
49,249 68,205 
32 27 
1, 066 1,502 
9,586 11,807 
19 8 
3, 088 646 
1/ 1/ 
159 27 
21, 274 1, 636 
102, 365 8, 000 
311 308 
1/ 3,612 
1/ 15, 706 
NOR-65 
Page 2 
193 85 
24, 478 6,971 
129,998 29, 393 
451 257 
36, 903 11,174 
60, 816 


194,416 496,091 208, 563 





Industry Ind. Mich. Wisc. Minn. 


Machinery, Except Electrical 
1. No. of Establmts. 1, 864 641 1,917 799 371 


2. No. of Employees 227,760 80,298 143,171 94,048 24,068 
3. Value Added by Mfr. 1,251,011 402,520 796,178 467,567 128, 933 


Electrical Machinery 
1. No. of Establmts. 302 121 177 123 19 


2. No. of Employees 91,540 55,143 22,049 28,128 15,088 
3. Value Added by Mfr. 471,593 252,527 102,073 138,771 68,469 


Transportation Equipment 
1. No. of Establmts. 247 159 452 121 62 
2. No. of Employees 93,876 79,821 384,773 30,328 3,403 
3. Value Added by Mfr. 483,421 442, 080 1,938, 214 165, 998 21, 056 


Instruments & Related Products 
1. No. of Establmts. 134 41 89 a7 aT 
2. No. of Employees 8, 308 2,611 4,840 5,746 1,102 
3. Value Added by Mfr. 41, 381 10,474 20,058 23,152 1/ 


Toys & Sporting Goods 
1. No. of Establmts. 224 69 249 114 84 


2. No. of Employees 13, 571 2,902 11,343 2,927 1,575 
3. Value Added by Mfr. — 90,579 11,914 49,455 9,007 5,496 


All Industries 
1, No. of Establmts. 12, 303 9,408 9,892 6,979 4,567 
2. No. of Employees ., 1,194,603 548,346 973,675 416,448 179, 986 
3. Value Added by Mfr. 
6,359, 006 2,977, 508 5, 196, 338 2, 260, 574 1, 022, of 


Employees per ie 
Establishment 97 101 98 60 39 


Value Added per 
Establishment 517 D51 025 324 


1/ Withheld to avoid disclosure. 


Source: Census of Manufacturers, 1947 
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[2780] 


[2780] 
NOR-70 


' DIVISIONS OF GENERAL MOTORS CORPORATION 
LOCATED IN THE NORTH CENTRAL-LAKE CENTRAL SER- 


City 
Ambridge, Pa. 


Anderson, Ind. 


Bay City, Mich. 


Bedford, Ind. 


Chicago, Ill. 


Cleveland, Ohio 


Columbus, Ohio 
Danville, Ill. 


Dayton, Ohio 





Bunker Hill, Ind. 


VICE AREAS 


Division 


Fisher Body 


Delco-Remy 
Guide Lamp 


General Products 
and Function 


Steel "blanking" operations 
for passenger car bodies 


Starting, lighting, ignition 
systems 

Automotive lighting equip. ; 
mirrors 


Chevrolet Motor Small parts and carburetors 


Allison 


Delco Radio 


Electro- 
Motive 


Delco Radio 
Chevrolet 


Motor (Parma) 


Cleveland 
Diesel Engine 


Electro- 
Motive 


Fisher Body 
Fisher Body 
(Euclid) 


Ternstedt 
Central 


Foundry 


Aeroproducts 
(Vandalia) 


miscellaneous motor and 
chassis parts 


Aluminum and other light 
metal castings 


Home radios 


Sub-assemblies for Diesel 
Locomotives 


Automotive radios 


Chevrolet service parts 


Marine and stationary Diesel 
engines; Diesel powered 
generator sets 


Diesel switcher locomotives 


Metal fabrication for Chevro- 
let, Oldsmobile, Pontiac. 
Trim fabrication for 
Chevrolet 

Station wagon bodies; assem- 
bling Chevrolet Sedan de- 
livery bodies 


Automobile body hardware 


Grey iron castings, malleable 
iron castings 


Aircraft propellers; electric 
actuators; mechanyeal parts 
and assemblies 





Dayton, Ohio (Cont'd. ) 


Defiance, Ohio 


Detroit, Mich. 


220 


Division 


Frigidaire 


(Dayton and 
Moraine City) 


[2781] 


Delco Pro- 
_ ducts 


Inland Manu- 
facturing 


Moraine 


Products 


Central 
Foundry 


Buick-Olds- 
mobile- 
Pontiac 
Assembly 


Cadillac 
Motor Car 


General Products 
and Function 


Electric refrigerators; elec- 
tric ranges; electric water 
heaters; home and farm 
freezers; kitchen cabinets and 
sinks; automatic washers; 
electric ironers; electric 
clothes dryers; air condition- 
ing units; ice cream cabinets; 
water, milk and beverage 
coolers; reach-in refrigerators; 
display cases; air conditioning 
and commercial refrigeration 
equipment. 


NOR-70 

Page 2 
Industrial motors, automotive 
shock absorbers, Diesel 
generators, fractional H.P. 
motors for electrical refrig- 
eration and appliance field; 
railroad electrical equipment. 


Rubber and plastic products 
hose, steering wheels, weather 
strips, automobile clutches, 
ice trays 


Hydraulic brakes, brake con- 
trols and fluid; rolled bronze 


products; automatic transmission 


friction plates and parts; pow- 
der metal products; bi-metal 
bearings; precision engine 
bearings; automotive oil pumps; 
porous metal filter media 


Grey iron castings 


Home office--Automobile 
Assembly 


Passenger cars 


» 





v 


” City 





Detroit, Mich. (Cont'd. ) 


Elyria, Ohio 
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Division 


Chevrolet Motor 


Detroit Diesel Engine 


Detroit Transmission 


Fisher Body 


General Motors 
Corporation 


[2782 | 
Research Laboratories 


Ternstedt 


United Motors Service 


- Brown-Lipe-Chapin 






guards 


[2782] 


General Products 
and Function 


Home Office-Forgings, 
springs, bumpers, and 
sundry chassis parts; 
past model axle service 
parts; gears 


Diesel engines for sta- 
tionary, marine and 
mobile power installa- 
tions 


Hydra-Matic trans- 
missions 


Home Office-Body dies, 
stampings for Buick, 
Cadillac, Olds and 
Pontiac;trim fabri- 
cation, Cadillac body 
assembly 


Home Office-Staff 
activity in--Engineer- 
ing, manufacturing, 
employee relations, 
distribution, finance, 
personnel, process 
development, styling, 
real estate, public 
relations 


NOR-70 
Page 3 
Industrial research 
and product improve- 
ment 


Home Office-Body 
hardware, trim fabri- 
cation, Frigidaire: 
cabinet hardware 
Distribution of auto- 
motive parts and 
equipment 


Hub caps;chromium 
plated parts such as 
radiator @rilles and 
name plates; bumper 
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City Division 
Flint, Mich. AC Spark Plug 


Buick Motor 


Chevrolet 
Motor 


Fisher Body 


Grand Rapids, Mich. Fisher Body 


Diesel Equip- 
ment 


Hamilton, Ohio Fisher Body 


Indianapolis, Ind. : Allison 


Chevrolet 
Motor 


[2783] 


Janesville, Wisc. Chevrolet 
Motor 


Fisher Body 





General Products 
and Function 


Spark plugs, air cleaners, 
guages, instrument 
panels, pumps, speedo- 
meters, die castings, 

oil filters 


Passenger cars 


Passenger cars and trucks; 7 


engines and parts; car 
and truck sheet metal 
sets 


Bodies for Buick, 
Cadillac, Chevrolet, 
Oldsmobile, Pontiac; 
metal and trim fabri- 
cation, parts for BOP 
and export 


Metal fabrication for 
Oldsmobile, Chevrolet 
and Pontiac 


Injectors, pumps and other 
specialty items for Diesel 
engines; spray nozzles 
for jet engines; hydraulic 
valve lifters 


Die tryout and metal 
stampings for Oldsmobile, 
Chevrolet, Pontiac 


Jet engines;marine and 
torque converter trans- 
missions; Diesel loco- 
motive parts; Diesel 
engine blowers; precision 
bearings 


Commercial bodies and 
truck sheet metal 


NOR-790 
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Passenger cars and 
trucks 


Chevrolet body assem- 
blies 


City 

de Kokomo, Ind. 

, LaGrange, Ill. 

. Lansing, Michigan 


Milwaukee, Wisc. 


Muncie, Indiana 


Norwood, Ohio 


Pittsburgh, Pa. 


Pontiac, Michigan 


Saginaw, Michigan 


Sandusky, Ohio 
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Division 


Delco Radio 
Electro-Motive 


Oldsmobile 
Fisher Body 


AC Spark Plug 


Chevrolet Motor 
Delco-Remy 
Chevrolet Motor 
Fisher Body 


Fisher Body 
(Erwin) 


Pontiac Motor 
Fisher Body 


GMC Truck and 
Coach 


Chevrolet Motor 


Central Foundry 


Saginaw Steering 
Gear 


New Departure 


[2783] 


General Products 
and Functions 


Auto and household radios 


Diesel locomotives; large 
Diesel engines 


Passenger cars 


Trim fabrication and as- 
sembly of Oldsmobile 
bodies, trim sets for BOP 
and export, convertible 
bodies BOP, front end of 
station wagon assemblies 


Navigation and gyro com- 
puters and sights 


Transmissions and forgings 
Batteries 

Passenger cars and trucks 
Chevrolet body assemblies 


Steel stampings for pas- 
senger car bodies 


Passenger cars 


Metal fabrication for Olds, 
Buick, Pontiac and Cadillac, 
trim fabrication and assembly 
of Pontiac bodies and body 
sets for BOP and export 


Trucks, commercial vehicles 
and coaches 


Grey iron castings; past 
model service parts; pas- 
senger car transmissions 
and bumpers 


Malleable iron castings; 
ArmaSteel castings 


Steering gear assemblies, 
transmission control shafts, 
universal joints, propeller 
shafts, steering linkages, 
automobile jacks 


Ball bearings + 
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NOR-70 
[2784] Page 5 
General Products 
City Division and Function 

Toledo, Ohio Chevrolet Motor Truck transmissions, past 
model passenger car and 
truck parts 

Warren, Ohio Packard Electric Automotive cable products, 


radio and refrigeration 
wiring, fractional H.P. 
motors, magnet wiring 


Source: ''GM and its People, '' General Motors, February 1, 1949 
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y NOR-71 

- Summary of Reported Data Page 22 

, Survey of Inter-relation of Business Firms 

Vv Located in North Central and Lake Central Cities 

e Number Number Round Number’ Round Total 
North Central of Firms of Branch Tripsto of High Tripsto Round 

: Points of Reported of Parent Related Travel High Travel Trips 

” Service Firms Firms Points Points Reported 

. Battle Creek No Report 

_ Beloit-Jamesville A 11 22 14 30 52 
Bemidji No Travel Reported 
Brainerd 2 2 - _ és a 
Clintonville No Report 
Duluth-Superior 20 12 119 24 188 307 
Eau Claire 5 9 17 4 5 22 
Escanaba 4 7 53 - - 53 
Grand Forks No Travel Reported 
Grand Rapids 7 19 17 g a3 40 
Green Bay Report Inadequate 
Hancock-Houghton No Report 
Hibbing-Chisholm 14 42 116 2 10 126 
International Falls No — Reported 
Iron Mountain - - 13 15 15 
Ironwood ; 1 4 2 4 8 
Jackson, Mich. 10 4 38 20 134 172 
Kalamazoo 19 10 112 42 91 203 
La Crosse 3 15 - - a ~ 
Land O Lakes No Report 
Lansing No Report 
Madison 20 23 Lit 14 52 169 
Manitowac 3 10 - - - = 
Marinette-Menominee 2 3 20 - - 20 
Marquette 3 3 24 1 6 30 
Oshkosh 6 9 22 14 28 50 
Rhinelander 1 - - 1 2 2 
Stevens Point - 

Wisconsin Rapids 3 4 3 2 i 4 
Thief River Falls No Travel Reported 
Wausaw 12 5) 10 36 64 74 
Winona 9 2 + 20 22 26 
Grand Total 163 191 698 218 675 1373 


Source: Survey by North Central Station Managers. 
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PASSENGERS BETWEEN NOR AND LCA CITIES 


LCA Cities and 
NOR Cities 


Bloomington 
Detroit 


Madison 


Total 


Total Bloomington 


Cincinnati 
Battle Creek 


Beloit 
Total 
Clintonville 


Detroit 


Total 


Duluth 


Total 


Eau Claire 
Green Bay 
Total 
Harcock 
LaCrosse 


Lansing 


Total 


SEPTEMBER 17-30, 1954 


Routing 


LC-IND-DL 


LC-CHI-NO 
LC-IND-EA-CHI-NO 


DL-CHI-AA 


AA-CHI-NO 
DL-CHI-NO 


DL-CHI-NO 


TW 
AA-CAK-CL 
AA-CHI-CL 
AA-CLE-CL 
AA-CLE-EA 
AA-CMH-TW 
LC-IND-DL 
TW-CLE-CL 
TW-CLE-EA 
TW-PIT-CL 
AA-IND-EA-CHI-AA 


AA-CHI-NO 
DL-CHI-NO 
DL-CHI-NW-MSP-NO 
DL-CHI-NO 
AA-CHI-NO 
DL-CHI-NO 
AA-CHI-NO 
DL-CHI-NO 


TW-YIP-CL 
TW-YIP-NO 


Number 
of 


Passengers 


~ 
tb 
ive} 
eo 


> 


RP NFM QeE ee Pp QD He 




















“~ 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


¥ (Continued) 
Number 
LCA Cities and of 
= NOR Cities Routing Passengers 
5 Cincinnati (cont'd. ) 
Madison AA-CHI-NO 3 
. AA-CHI-NW 1 
DL-CHI-NO 24 
TW-YIP-NW 1 
* Total 29 
: Manitowoc DL-CHI-NO 3 
v 
Marinette AA-CHI-NO : l 
[2810] NOR-73 
wy Milwaukee AA Page 2 3 
| AA-CHI-NO 65 
- AA-CHI-NW 1 
i+ AA-CLE-CL 3 
| AA-CLE-NW 1 
DL-CHI-AA 19 
q DL-CHI-NO 114 
‘ DL-CHI-NW 8 
TW-CLE-CL 2 
TW-YIP-CL 1 
TW-YIP-NW 2 
AA-OKC-BN-CHI-NW 1 
LC-SBN-TW-CHI-NO 1 
e4 Total 221 
. Minneapolis AA-CHI-NW 59 
:. DL-CHI-NW 147 
TW-CHI-NW 1 
TW-YIP-CL 1 
z TW-YIP-NW Z 
DL-CHI-NO-MKE-NW 1 
TW-SDF-EA-CHI-NW 1 
be Total 212 
Oshkosh AA-CHI-NO 4 
> DL-CHI-NO q 
Total 11 
° 
” Wausau AA-CHI-NO 2 
DL-CHI-NO 3 
vw’ Total 5 
a Wisconsin Rapids DL-CHI-NO a 


' “Total Cincinnati 1,858 _ 
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PASSENGERS BETWEEN NOR AND LCA CITIES 


LCA Cities and 
NOR Cities 


Cleveland 
Battle Creek 


Total 
Beloit 
Total 


Chisholm 


Total 
Clintonville 
Total 


Detroit 


Total 


Duluth 


Total 
Eau Claire 


Escanaba 


Grand Forks 


Green Bay 


Total 


SEPTEMBER 17-30, 1954 


(Continued) 


Routing 


CL-YIP-AA 
EA-YIP-AA 


CL-CHI-NO 
UA-CHI-NO 


CL-MSP-NO 
NW-MSP-NO 
UA-CHI-NO 


CL-MKE-NO 
UA-CHI-NO 


[2811] 


AA 

CL 

EA 

NW 
LC-CMH-TW 
TW-IND-DL 
UA-FWA-DL 
UA-TOL-TW 


CL-MKE-NO 
CL-MSP-NO 
NW-MSP-NO 
UA-CHI-NW-MSP-NO 


CL-MKE-NO 
CL-YIP-NO 
UA-CHI-NW 


CL-CHI-NO 
CL-MKE-NO 
CL-MSP-NO 
CL-YIP-NO 
NW-YIP-NO 
UA-CHI-NO 


NOR-73 
Page 3 





Number 
of 


Passengers 
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CL-TOL-UA 


a 


° PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 
(Continued) 
* Number 
2 LCA Cities and of 
2 NOR Cities Routing Passengers 
Cleveland (car 
» International Falls UA-CHI-NO 2 
Iron Mountain CL-CHI-NO 2 
CL-YIP-NO 2 
Total 4 
Ironwood CL-MKE-NO 2 
UA-CHI-NO lle 
Total 4 
Jackson CL-YIP-AA 2 
EA-YIP-AA | 
Total 3 
LaCrosse CL-MKE-NO 4 
UA-CHI-NO 1 
Total 5 
Lansing CL 139 
EA-YIP-CL 2 
Total 141 
Madison NW 41 
CL-CHI-NO 4 
CL-MKE-NO 1 
CL-YIP-NO 1 
UA-CHI-NO 8 
UA-CHI-NW 4 
UA-MKE-NO 2 
Tot 
ia [2812] NOR-73 oe 
Manitowoc UA-CHI-NO Page 4 2 
UA-MKE-NO 1 
Total 3 
Marinette CL-CHI-NO 4 
EA-YIP-NO 1 
Total 5 
Marquette CL-YIP-NO 2 
Milwaukee CL 909 
NW 65 
VA 89 
CL-CHI-AA 2 
CL-CHI-NO 12 
CL-CHI-NW 1 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


LCA Cities and 
NOR Cities 


Cleveland (cont'd. ) 


Milwaukee (cont'd. } 


Total 


Minneapolis 


Total 
Oshkosh 


Total 
Rhinelander 
Wausau 

Total 
Winona 

Total Cleveland 


Columbus 
Battle Creek 


Fated . 
- Beloit 
Tuaif 


o 
. 


zr 


(Continued) 


Routing 


CL-YIP-NW 
EA-YIP-CL 
UA-CHI-AA 
UA-CHI-NO 
UA-CHI-NW 
CL-YIP-AA-CHI-NO 
TW-CVG-AA-CHI-NO 


CL 

NW 

CL-CHI-NO 
CL-CHI-NW 
CL-LGA-NW 
CL-YIP-NW 
EA-YIP-NW 
TW-MKC-BN 
UA-CHI-NO 
UA-CHI-NW 
UA-MKE-NW 
AA-CMH-TW-YIP-NW 
AA-DAY-TW-CHI-NW 
TW-CVG-DL-CHI-NW 
TW-IND-AA-CHI-NW 


CL-MKE-NO 
TW-CHI-NO 
UA-CHI-NO 
CL-CHI-NO 
CL-MKE-NO 
UA-CHI-NO 
CL-MKE-NO 


[2813] NOR-73 
Page 5 
TW-YIP-AA 


TW-CHI-NO 





Number 
of 


Passengers 

















an) 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


(Continued) 


Number 
LCA Cities and of 


NOR Cities Routing Passengers 


Columbus (cont'd) 


Chisholm TW-CHI-NW-MSP-NO 


_ 


Detroit TW 

AA-CAK-CL 
AA-CLE-CL 
AA-CLE-EA 
LC-IND-DL 
TW-IND-DL 
TW-TOL-CL 
TW-TOL-DL 
TW-CVG-AA-IND-DL 


~] 
oOo 
cop) 


Total 


Bet et bt et et ag 


co 


Duluth TW-CHI-NW-MSP-NO 
Eau Claire TW-CHI-NO 


Green Bay TW-CHI-NO 
TW-YIP-NO 
Total 


Hancock TW-CHI-NO 
Ironwood TW-CHI-NO 
LaCrosse TW-CHI-NO 


Lansing TW-CHI-CL 
TW-YIP-CL 
TW-YIP-NO 

Total 


Madison TW-CHI-NO 
TW-CHI-NW 
Total 


Milwaukee AA-CLE-CL 
TW-CHI-AA 
TW-CHI-CL 
TW-CHI-NO 
TW-CHI-NW 
TW-YIP-CL 
TW-YIP-NW 
AA-SDF-EA-CHI-NO 
TW-TOL-DL-YIP-CL 
TW-SPI-LC-IND-EA-CHI-NO 


Hr © 
RPrerwocucaon ahd 


a a 


fia 





ene y 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


LCA Cities and 
NOR Cities 


Columbus (cont'd) 


Minneapolis 


Total 
Oshkosh 
Wausau 
Total Columbus 


Danville 
Detroit 


Minneapolis 
Total Danville 


Dayton 
Battle Creek 


Beloit 
Brainerd 
Chisholm 
Clintonville 


Detroit 


Total 
Duluth 


Grand Forks 


‘Green Bay 
Total 


(Continued) 


Routing 


AA-CLE-CL 
TW-CHI-NW 
TW-YIP-CL 
TW-YIP-NW 
TW-CHI-NO 


TW-CHI-NO 


[2814] 
OZ-IND-DL 


OZ-CHI-NW 


TW-YIP-AA 


TW-CHI-NO 


TW-CHI-NW-MSP-NO 


TW-CHI-NW-MSP-NO 


TW-CHI-NO 


AA 

TW 
AA-CAK-CL 
AA-CAK-EA 
AA-CLE-CL 
TW-CHI-CL 
TW-CLE-CL 
TW-IND-DL 
TW-SBN-AA 


TW-CHI-NW-MSP-NO 


TW-CHI-NW 


TW-CHI-NO 
TW-YIP-NO 


Number 


of 


Passengers 


1,145 
NOR-73 
Page 6 


— 


— 


~ 
wo 
COrNWH KH eH Oo Oe 


rN 


mH bo bo 
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v PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


(Continued) 


LCA Cities and 


NOR Cities Routing 
ey 
. Dayton (cont'd) 
Iron Mountain TW-CHI-NO 
. TW-YIP-NO 
Total 
Ironwood TW-CHI-NO 
¥v 
+ Lansing TW-CHI-CL 
‘ TW-YIP-CL 
TW-YIP-NO 
v Total 
7 Madison TW-CHI-NO 
° TW-CHI-NW 
3 TW-TOL-UA-CHI-NO 
Total 
¢ 
Manitowoc TW-CHI-NO 
[2815] NOR-73 
Milwaukee TW-CHI-AA Page 7 
TW-CHI-NO 
a TW-CHI-NW 
. x TW-PIT-CL 
7 " TW-YIP-NW 
Total 
ry 
Minneapolis TW-CHI-NO 
TW-CHI-NW 
< TW-YIP-NW 
o TW-CHI-NO-MKE-CL 
TW-CHI-NO-MKE-NW 
. TW-YIP-AA-CHI-NW 
7 Total 
| : Oshkosh TW-CHI-NO 
. Rhinelander TW-CHI-NO 
Wausau TW-CHI-NO 
Winona TW-CHI-NO 
: Wisconsin Rapids TW-CHI-NO 


Total Dayton 





[2815] 


Number 
of 


Passengers 


bo ee 60 


OHA 
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PASSENGERS BETWEEN NOR AND LCA CITIES ~ 
SEPTEMBER 17-30, 1954 | 
(Continued) “ 
Number a 
LCA Cities and of 
NOR Cities Routing Passengers 
Gary 
Detroit LC-CHI-AA l 
Total Gary 1 
Indianapolis 
Battle Creek TW-YIP-AA 1 
Beloit EA-CHI-NO 7 
Chisholm EA-CHI-NW-MSP-NO 3 
Detroit AA 1 
DL 1, 374 
TW 13 
AA-CHI-CL i 
AA-CVG-TW Z 
EA-CHI-AA 5 
EA-CHI-CL 1 
LC-SBN-AA i) 
TW-CLE-CL 2 
TW-CLE-EA 2 
TW-PIT-CL 1 
DL-EW-EA-SDF-TW 1 
Total 1, 409 
Duluth EA-CHI-NO 2 
EA-CHI-NW-MSP-NO 10 
TW-STL-AA-CHI-NW-MSP-NO 1 
Total 
. [2816] NOR-73 sis 
Eau Claire AA-CHI-NO Page 8 3 
EA-CHI-NO 4 
Total 7 
Escanaba AA-CHI-NO 3 
Grand Forks AA-CHI-NW 1 
EA-CHI-NW 2 
Total 3 
Green Bay AA-CHI-NO 2 
EA-CHI-NO 6 
LC-CHI-NO 1 
Total 9 
Iron Mountain AA-CHI-NO 2 


LaCrosse EA-CHI-NO 4 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


(Continued) 
Number 
LCA Cities and of 
NOR Cities Routing Passengers 
Indianapolis (cont'd) 

Lansing AA-CHI-CL 4 
DL-YIP-CL 14 

DL-YIP-NO 2 

EA-CHI-CL 12 

Total 32 
Madison AA-CHI-NW 1 
EA-CHI-NO 31 

EA-CHI-NW 5 

Total 37 
Milwaukee AA 8 
AA-CHI-NO 40 

AA-CHI-NW 2 

DL-YIP-CL 1 

EA-CHI-AA 9 

EA-CHI-NO 118 

EA-CHI-NW 10 

LC-GRR-CL 1 

Total 189 
Minneapolis AA-CHI-BN 1 
AA-CHI-NW 73 

DL-CHI-NW 1 

EA-CHI-NW 116 

AA-CVG-DL-CHI-NW 1 

DL-FWA-AA-CHI-NW 1 

EA-CHI-NO-MSN-NW 1 

EA-CHI-UA-LNK-BN a 

TW-STL-AA-CHI-NW gq 

Total 197 
Oshkosh AA-CHI-NO 3 
EA-CHI-NO 8 

Total 11 
Rhinelander AA-CHI-NO 1 
EA-CHI-NO 1 

Total 2 

[2817] NOR-73 

Wausau AA-CHI-NO wees 4 
EA-CHI-NO 3 

Total 7 
Wisconsin Rapids EA-CHI-NO 1 


Total Indianapolis 1, 936 





[2817] 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


LCA Cities and 
NOR Cities 


Kokomo 
Chisholm 


Detroit 


Total 
Milwaukee 
Minneapolis 
Total Kokomo 


Lafayette 
Detroit 


Total 
Lansing 
Madison 
Milwaukee 


Total 
Minneapolis 
Total Lafayette 
Lima 
Detroit 
Total 
Minneapolis 
Total Lima 


Mansfield 
Detroit 


Total 
Milwaukee 


Total 


Minneapolis 


Total 
~” Total Mansfield 


(Continued) 
Number 
of 
Routing Passengers 
LC-IND-EA-CHI-NO 1 
LC-CHI-AA 1 
LC-IND-DL 5 
6 
LC-CHI-NO 1 
LC-CHI-NW 1 
9 
LC-CHI-AA 5 
LC-CHI-CL 2 
LC-IND-DL 4 
11 
LC-CHI-CL 1 
LC-CHI-NO 11 
LC-CHI-AA 1 
LC-CHI-NO 5 
6 
LC-CHI-NW 5 
34 
LC-CHI-AA 2 
LC-CMH-TW uf 
3 
LC-CHI-NW 2 
1 
LC-CLE-CL 9 
LC-CLE-EA 2 
LC-CLE-NW 1 
12 
LC-CLE-CL 4 
LC-PIT-CL 1 
LC-CLE-EA-YIP-CL-CHI-NO 1 
6 
[2818] NOR-73 

LC-CLE-NW Page +0 1 
LC-CLE-CL-CHI-NW 1 
2 

20 














2815 
‘ 259 Laeiei 


PASSENGERS BETWEEN NOR AND LCA CITIES 








v SEPTEMBER 17-30, 1954 
. (Continued) 
Number 
. LCA Cities and of 
NOR Cities Routing Passengers 
- Marion 
" Detroit LC-CLE-CL 3 
LC-CLE-NW 2 
+ Total 5 
7 Lansing LC-CLE-CL 1 
Total Marion 6 
‘ New Philadelphia 
. None 0 
4 Pittsburgh 
Battle Creek CL-YIP-AA 3 
° NW-YIP-AA 4 
' Total 7 
7 Beloit CL-CHI-NO 1 
TW-CHI-NO 2 
‘ TW-IND-AA-CHI-NO 1 
< Total 4 
Chisholm CL-CHI-NW-MSP-NO 1 
Detroit CL 1, 687 
| NW 170 
yo TW 10 
ja CL-BUF-AA 2 
CL-CLE-EA 1 
2 TW-CHI-CL 1 
TW-PHL-UA 1 
TW-CVG-AA-IND-DL 1 
TW-LGA-AA-CVG-TW 1 
£ Total 1, 874 
Duluth CL-CHI-NO 2 
| CL-MSP-NO 8 
> NW-MSP-NO 10 
. TW-CHI-NO 1 
x CL-YIP-NW-MSP-NO 1 
TW-CHI-NW-MSP-NO 3 
. Total 25 
Green Bay CL-CHI-NO 1 
CL-MKE-NO 1 
CL-YIP-NO 2 
TW-CHI-NO 3 
Total 7 
Iron Mountain CL-CHI-NO 1 
Ironwood TW-CHI-NO 1 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
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[2819] 


SEPTEMBER 17-30, 1954 


LCA Cities and 
NOR Cities 


Pittsburgh (cont'd) 
Jackson 


LaCrosse 
Lansing 
Madison 


Total 
Marquette 
Milwaukee 


Total 
Minneapolis 


Total 
Oshkosh 


Total 
Rhinelander 
Wausau 


Total 
Total Pittsburgh 


Richmond 
Detroit 


Madison 


(Continued) 


Routing 


CL-YIP-AA 
TW-CHI-NO 
CL 


NW 
CL-CHI-NO 
CL-CHI-NW 
CL-YIP-NW 
TW-CHI-NO 
TW-CHI-NW 


CL-CHI-NO 


CL 

NW 

CL-CHI-NO 
CL-YIP-UA 
TW-CHI-NO 
CL-CHW-AA-CHI-NO 
TW-IND-EA-CHI-NO 


CL 

NW 

CL-CHI-NW 
CL-LGA-NW 
CL-MKE-NW 
CL-YIP-NW 
TW-CHI-NW 
TW-STL-BN 
TW-IND-EA-CHI-NW 


CL-MKE-NO 
TW-CHI-NO 


TW-CHI-NO 


CL-CHI-NO 
TW-CHI-NO 


LC-DAY-TW 
LC-CHI-NO 


Number 
of 


Passengers 


~~ op 
[e>) 


iw) 
mm Oe eH to to Pp 


bo 
Hy 6O 
a 


vo 
a vo 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 
(Continued) 


Number 
LCA Cities and of 
NOR Cities Routing Passengers 
Richmond (cont'd. ) 
Milwaukee LC-CHI-AA 
LC-CHI-NO 
LC-IND-EA-CHI-AA 
Total 


Total Richmond 


[2820] 


Springfield 
None 


Terre Haute 
Detroit DL-CHI-AA 
DL-CHI-UA 
TW-CHI-AA 
TW-IND-AA 
TW-IND-DL 


bh 


_ 
be ban ew we we Rhema 


Total 
Grand Forks DL-CHI-NW 
Green Bay DL-CHI-NO 
International Falls DL-CHI-NW-MSP-NO 
Madison DL-CHI-NW 
Milwaukee DL-CHI-NO 
DL-CHI-NW 
Total 
Minneapolis DL-CHI-NW 
Total Terre Haute 
Youngstown 
Detroit CL 
UA 
UA-CLE-CL 
UA-FWA-DL 
Total 
Lansing CL 
UA-CLE-CL 
Total 


Marinette CL-YIP-NO 


Milwaukee CL 
UA-CHI-NO 
UA-CLE-CL 
Total 
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PASSENGERS BETWEEN NOR AND LCA CITIES 
SEPTEMBER 17-30, 1954 


(Continued) 
Number 
LCA Cities and of a 
NOR Cities Routing Passengers + 
Youngstown (cont'd. ) * 
° 
Minneapolis CL 15 
CL-YIP-NW 3 . 
UA-CHI-NW 13 
UA-CLE-CL 1 { 
Total 32 4, 
Rhinelander UA-CHI-NO 1 7 
v 
Total Youngstown 434 * 
[2821] NOR-73 
Zanesville Page 13 ° 
Minneapolis LC-CMH-TW-CHI-NW el F 
Total Zanesville 1 ¥ 
GRAND TOTAL 17, 135 


Source: CAB Airline Traffic Surveys. ° 
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[2822] [2822] 


? NOR-74 
PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 
Number 
LCA Cities and of 
fe NOR Cities Routing Passengers 
Bloomington 
None 0 
Cincinnati 
= Battle Creek AA 1 
' Beloit DL--CHO-NO 5 
; Detroit AA 1 
Te TW 997 
" AA-CAK-CL 1 
: AA-CHI-UA 3 
AA- CLE-CL 10 
= AA-CLE-EA 4 
AA--CMH-TW | 
is AA-IND-DL 4 
e DL-CHI-AA 3 
TW-CLE-CL 3 
Total 1, 027 
4 
Duluth DL-CHI-NO 2 
DL-CHI-MW-MSP--NO 4 
Total 6 
Grand Forks DL-CHI-NW 2 
* Green Bay AA-CHI-NO 8 
re LaCrosse DL-CHI-NO 2 
id Lansing AA-CHI-CL 1 
< AA-CLE-CL if 
TW-YIP-CL 11 
Total 13 
| Madison AA-CHI-NW o 
DL-CHI-NO 27 
z CL-CHI-NW 2 
2 Total ae 
¥ Milwaukee AA 14 
AA-CHI-NO 14 
AA-CHI--NW 3 
AA-CLE-CL 1 
; DL-CHI--AA 4 
: DL-CHI--NO 80 
DL--CHI-NW 18 
AA-IND-EA-CHI-NO 1 


Total 135 
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PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 


(Continued) 
Number 
LCA Cities and of 
NOR Cities Routing Passengers 
Cincinnati (cont'd. ) 
Minneapolis AA-CHI-NO 5 
AA-CHI-NW 13 
AA-LGA-NW 4 
DL-CHI-NW 130 
TW-YIP-NW 1 
AA-IND-EA-CHI-NW 1 
TW-STL-AA-CHI-NW 1 : 
Total 152 °” 
[2823] NOR- 74 
Page 2 ¥ 
Oshkosh DL-CHI-NO 2 sd 
Wausau DL-CHI-NO 2 
Winona DL--CHI-NO 2 5 
Wisconsin Rapids CL-CHI-NO 4 
Total Cincinnati ; 1, 392 
Cleveland . 
Battle Creek CL-YIP-AA 6 
EA-YIP-AA 14 
NW-YIP-AA 1 
Total 21 
» 
Beloit UA-CHI-NO 9 ioe 
Chisholm CL-CHI-NO Z “ 
CL-MSP-NO ii > 
NW-MSP-NO 1 
UA-CHI-NO 1 
TW-MKE-BN-MSP-NO 1 ‘s 
Total L5 
Detroit CL 2, 102 
EA 970 
NW 101 * 
TR 1 ee 
TW 4 
AA-CVG-TW 1 
UA-TOL-DL 1 
AA-DAY-TW-FWA-DL 1 
AA-DAY-TW-IND-DL 1 
‘Total o, 182 
Duluth CL-MKE-NO 1 
CL-MSP-NO 15 


UA-CHI-NO a 
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o0« 


PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 


(Continued) 
Number 
LCA Cities and of 
NOR Cities Routing Passengers 


Cleveland (cont'd. ) 





UA-CHI-NW 


Duluth (cont'd. ) CL-YIP--NW-MSP-NO 2 
UA-CHI-NW-MON-NO i 
i UA-CHI-NW-MSP-NO 3 
. Total 23 
Escanaba EA-YIP-NO 1 
¥ Grand Forks NW 2 
* AA-CHI-NW 2 
Total 4 
¢ 
Iron Mountain CL-MKE-NO 3 
UA-CHI-NO > 
Total 4 
Jackson CL-YIP-AA 1 
LaCrosse CL-CHI-NO 3 
UA-CHI-NO ‘ 2 
Total 5 
Lansing CL 97 
CL-YIP-CL | 
‘ EA-YIP-CL 1 
NW--YIP-CL 1 
a Total 100 
[2824] NOR-74 
Madison NW Page 3 30 
: CL-MKE-NO 8 
: CL-MKE-NW 3 
CL-YIP-NW 2 
b> UA-CHI-NO 5 
UA-CHI-NW 1 
UA-MKE-NW 1 
Total 51 
Manitowoc CL-MKE-NO 1 
Marquette CL-MKE-NO 1 
Milwaukee CL 430 
NW 32 
UA 79 
EA-YIP-CL 1 
UA-CHI-NO 1 
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PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 





(Continued) 
Number 
LCA Cities and of 
NOR Cities Routing Passengers 
Cleveland (cont'd. ) 
Minneapolis CL 200 
NW 43 
CL-CHI-NW 12 
CL-GRR-NO 1 
CL-MKE-NW 2 
CL-YIP-NW 16 
EA-YIP-NW 3 
TW-CHI-NW 1 
UA-CHI-NW al 
UA-MKE-CL 4 
UA-MKE-NW 1 
UA-OMA-BN 1 
CL-CHI-NO-MKE-CL 1 
TW-CVG-NO-MKE-CL 1 
TW-IND-AA-CHI-NO-MKE-NW 1 
Total 338 
Oshkosh CL-CHI-NO 5 
CL-MKE-NO 10 
UA-CHI-NO 1 
Total 16 
Rhinelander CL-CHI-NO 2 
Wausau UA-CHI-NO 4 
Wisconsin Rapids UA-CHI-NO 2 
Total Cleveland 4, 324 
Columbus 
Battle Creek LC-CLE-AA 1 
TW-CHI-AA af 
Total 2 
[2825] NOR-74 

Chisholm TW-CHI-NW-MSP-NO Page 4 1 
Detroit TW 668 
AA-CAK-CL 1 
AA-CLE-CL 13 
AA-CLE-EA 3 
AA-DAY-TW 1 
LC-CLE-CL 2 
LC-GRR-CL 1 
TW-CHI-AA 2 
= TW-CLE-CL 1 
TW-IND-LC-GRR-CL 1 
Total 693 
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PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 
(Continued) 


Number 
LCA Cities and of 


NOR Cities Routing Passengers 


Columbus (cont'd. ) 
Duluth TW-CHI-NW-MSP-NO 


Green Bay TW-CHI-NO 
AA-CVG-CL-CHI-NO 
TW-YIP-CL-GRR-NO 
Total 


LaCrosse TW-CHI-NO 


Lansing TW-YIP-CL 
TW-YIP--NO 
Total 


Madison TW-CHI-NO 
TW-CHI-NW 
TW- YIP-CL-CHI-NW 
Total 


Manitowoc TW-CHI-NO 


Milwaukee AA-CLE-CL 
TW-CHI-AA 
TW-CHI-NO 
TW-CHI-NW 
TW-CVG-AA 
TW-YIP-CL 
TW- YIP-NO 
TW- YIP-NW 
TW-IND-AA-CHI-NO 

Total 


Minneapolis AA-CLE-CL 
TW-CHI-NW 
TW-LGA-NW 
TW-YIP-CL 
TW-YIP-NW 
TW-STL-DL-CHI-NW 
Total 


Oshkosh TW-CHI-NO 
Wausau TW-CHI-NO 
Winona TW-CHI-NO 


Total Columbus 
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PASSENGERS BETWEEN NOR & LCA CITIES 


LCA Cities and 


NOR Cities 


Danville 
Detroit 


Milwaukee 


Total 


Total Danville 


Dayton 
Beloit 


Chisholm 


Detroit 


Total 
Eau Claire 
Grand Forks 
Green Bay 
Hancock 
Total 
Lansing 
Total 
Madison 
Total 
Manitowoc 
Marinette 


Milwaukee 


Total 





MARCH 1-14, 1954 


(Continued) 


Routing 


OZ-IND-EA-CHI-UA 


OZ 
OZ-IND--EA-ATL-CL-CHW-AA 


TW-CHI-NO 
TW-CHI-NO 


TW 
AA-CAK-CL 
AA-CLE-EA 
AA-CMH-TW 
TW-CHI-AA 
TW-CHI-CL 
TW-CLE-CL | 


TW-CHI-NO 
TW-CHI-NW 
TW-CHI-NO 


TW-CHI-NO 
TW-YIP-NO 


LC-GRR-CL 
TW-YIP-CL 


TW-CHI-NO 
TW-YIP-NW 


TW-CHI-NO 
TW-CHI-NO 


TW-CHI-AA 
TW-CHI-NO 
TW-CHI-NW 
TW-YIP-CL 
TW-YiP-NW , 
TW-SBN-UA-CHI-NW,, 


NOR-74 
Page 5 


Number 
of 


Passengers 


one 


15 


16 
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PASSENGERS BETWEEN NOR & LCA CITIES 


| MARCH 1-14, 1954 


(Continued) 
LCA Cities and 
NOR Cities Routing 
Dayton (cont'd. ) 
Minneapolis AA-CHI-NW 
TW-CHI-NW 
TW-DCA-NW 
TW-MKE-BN 
TW-CHI-NO-MKE-NW 
Total 
Oshkosh TW-CHI-NO 
Rhinelander TW-CHI-NO 
Total Dayton 
Gary 
Minneapolis LC-CHI-NW 
Total Gary 
Indianapolis 
Battle Creek EA-CHI-AA 
Beloit EA-CHI-NO 
Detroit AA 
DL 
EA 
TW 
AA-CHI-CL 
EA-CHI-AA 
EA-CHI-UA 
LC-DAY-TW 
LC-CMH-TW 
LC-GRR-CL 
TW-CLE-CL 
Total 
Duluth EA-CHI-NO 
Ironwood AA-CHI-NO 
Jackson AA 
LaCrosse EA-CHI-NO 
Lansing AA-CHI-CL 
DL-YIP-CL 
DL-YIP-NO 
EA-CHI-CL 
LC-GRR-CL 





TW-CLE-CL 





. Z Ne 


[2827] 
NOR-74 
Page 6 


Number 
of 


Pa ssengers 


Nr w ole ob 














‘ 
Ny 
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[2828 ] [2828] NOR-74 


‘ 
‘ 





Page 7 
PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 : 
(Continued) . 
Number : 
LCA Cities and of i; 
NOR Cities Routing Passengers 4: 
% 
Indianapolis (cont'd. ) | 
Madison AA-CHI-NO 3 om 
AA-CHI-NW e 
EA-CHI-NO 4 ° 
EA-CHI-NW 3 * } 
TW-CHI-NO 2 a 
Total 14 















Marinette EA-CHI-NO 





Milwaukee AA 


AA-CHI-NO 30 
AA-CHI-NW 4 
EA-CHI-AA 1 
EA-CHI-NO 56 
EA-CHI-NW 2 
LC-CHI-AA 1 
Total 103 





Minneapolis AA-CHI-NW 
DL-YIP-NW 
EA-CHI-CL 
EA-CHI-NW 
TW-STL-BN 
AA-CHI-UA-DSM-BN 
EA-CHI-TW-MKE-BN 


Qn KH NH 


_ 
to 






8 HH bo 


Total 


- 






Wausau EA-CHI-NO 


bo 
# 








Winona EA-CHI-NO 3 
Total Indianapolis 





Kokomo 
Detroit LC-IND-DL 2 






Milwaukee LC-CHI-NO 3 






Minneapolis LC-CHI-NW 1 








Wausau LC-CHI-NO 1 


Total Kokomo 





» Lafayette 
ee Detroit LC-CHI-AA 12 





Green Bay LC-CHI-NO 3 
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PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 


LCA Cities and 
NOR Cities 


Lafayette (cont'd. ) 
LaCrosse 


Lansing 
Madison 
Milwaukee 
Minneapolis 
Oshkosh 

Total Lafayette 


Lima 
None 


Mansfield 
Detroit 


Lansing 
Milwaukee 
Total Mansfield 


Marion 
Detroit 


Milwaukee 
Total 
Minneapolis 
Total Marion 


New Philadelphia 
None 


Pittsburgh 
Battle Creek 


Brainerd 


Chisholm 


Total 





(Continued) 


Routing 


LC-CHI-NO 
LC-CHI-LC 
LC-CHI-NO 
LC-CHI-NO 
LC-CHI-NW 


[2829] 
LC-CHI-NO 


LC-CLE-EA 
LC 


LC-CLE-CL 


LC-CLE-CL 
LC-CHI-NO 
LC-CLE-CL 


LC-CLE-CL-CHI-NW 


CL-YIP-AA 
CL-YIP-NW-MSP-NO 


NW-MSP-NO 
TW-CHI-NW-MSP-NO 


NOR-74 
Page 8 


[2829] 


Number 
of 


Passengers 
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PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 
(Continued) 
Number 
LCA Cities and of 


NOR Cities Routing Passengers 


Pittsburgh (cont'd. ) 
Detroit 1,538 
1 
68 


CL-BUF-AA 
CL-LGA-AA 
CL-CLE-EA 


CL-CHI-NO 

CL-MSP-NO 

TW-CHI-NO 

TW-CHI-NW-MSP-NO 
Total 


Green Bay CL-CHI-NO 


Iron Mountain CL-YIP-NO 
[2830] 
Madison NW 
CL-CHI-NO 
CL-CHI-NW 
CL-YIP-NW 
TW-CHI-NO 
Total 


Manitowoc CL-CHI-NO 
TW-CHI-NO 
Total 


Milwaukee CL 
NW 
CL-CHI-NO 
CL-CLE-UA 
CL-YIP-NO 
NW-CLE-CL 
TW-CHI-NO 
CL-CHI-BN-RFD-OZ 
NW-CLE-UA-CHI-NO 
TW-CVG-AA-CHI-NO 
TW-CVG-DL-CHI-NO 
TW-IND-EA-CHI-NO 

Total 


_ Minneapolis CL 
CL-LGA-NW 
CL-CHI-NW 
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PASSENGERS BETWEEN NOR & LCA CITIES 
MARCH 1-14, 1954 


LCA Cities and 
NOR Cities 


Pittsburgh (cont'd. ) 
Minneapolis (cont'd. ) 


Total 


Oshkosh 


Total 
Wausau 
Winona 
Wisconsin Rapids 
Total Pittsburgh 


Richmond 
Detroit 


Total 
Total Richmond 


Terre Haute 
Detroit 


Total 
Green Bay 
Madison 
Milwaukee 
Total 
Minneapolis 
Oshkosh 
Total Terre Haute 


Youngstown 
Battle Creek 


Total | 


(Continued) 


Routing 


CL-YIP-NW 
TW-LGA-NW 
TW-CHI-NW 
TW-CHI-NO-MSN-NW 
TW-SDF-EA-CHI-NW 


CL-CHI-NO 

CL-MKE-NO 
TW-CHI-NO 
TW-CHI-NO 
TW-CHI-NO 


TW-CHI-NO 


LC-DAY-TW 
LC-IND-DL 


NOR-74 


[2831] 
Page 10 


DL-CHI-AA 
TW-IND-DL 
DL-CHI-NO 
DL-CHI-NO 
DL-CHI-NO 
DL-CHI-NW 
DL-CHI-NW 


DL-CHI-NO 


CL-YIP-AA 
UA-CLE-CL-YIP-AA 


y 
. 


[2831] 


Number 
of 


Passengers 


 & bo 


- Nee 
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PASSENGERS BETWEEN NOR & LCA CITIES 


_ MARCH 1-14, 1954 
(Continued) 


Number 
LCA Cities and of 


NOR Cities Routing Passengers 


Youngstown (cont'd. ) 
Detroit CL yt 
UA 
CL-CLE-EA 
UA-CLE-CL 
Total 


Duluth UA-CHI-NO 
Jackson CL-YIP-AA 
Lansing CL 

Madison UA-CHI-NO 


Milwaukee CL 
UA 
UA-CHI-AA 
UA-CHI-NO 
UA-CLE-CL 
Total 


Minneapolis CL 
CL-CHI-NW 
CL-MKE-NW 
UA-CHI-NW 
UA-CLE-CL 
LC-CMH-TW-CHI-NW 
Total 


Total Youngstown 
[2832] 
Zanesville 
Detroit LC-CMH-TW 
Milwaukee LC-CMH-TW-CHI-NO 
Total Zanesville 


GRAND TOTAL 


Source: CAB Airline Traffic Survey. 
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[2838] [2838 ] 
NOR-76 
PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 


March 1-14, 1954 and September 17-30, 1954 


LCA Cities and Passengers to Total Percent to 
NOR Cities NOR Points Passengers NOR Points 


Bloomington 
Detroit 
Madison 

Total 


Cincinnati 
Battle Creek 
Beloit 
Clintonville 
Detroit 
Duluth 
Eau Claire 
Grand Forks 
Green Bay 
Hancock 
La Crosse 
Lansing 
Madison 
Manitowac 
Marinette 
Milwaukee 
Minneapolis 
Oshkosh 
Wausau 
Winona 
Wisconsin Rapids 

Total 39, 670 


Cleveland 
Battle Creek 
Beloit 
Chisholm 
Clintonville 
Detroit 
Duluth 
Eau Claire 
Escanaba 
Grand Forks 
Green Bay 
International Falls 
Iron Mountain 
Ironwood 
Jackson 
La Crosse 
Lansing 
Madison 
Manitowac 
Marinette 
Marquette 
Milwaukee 





= 
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PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 
March 1-14, 1954 and September 17-30, 1954 


(Continued) 
LCA Cities and Passengers to Total Percent to 
NOR Cities NOR Points Passengers NOR Points 
Cleveland (cont'd. ) 
Minneapolis 1047 
Oshkosh 32 
Rhinelander 3 
Wausau 15 
Winona 1 
Wisconsin Rapids 2 
Total i2, £52 81,107 15.0 
[2839] NOR-76 
Columbus Page 2 
Battle Creek 3 
Beloit 5 
Chisholm 2 
Detroit 1497 
Duluth 6 
Eau Claire 3 
Green Bay 8 
Hancock 2 
Ironwood 5 
La Crosse 7 
Lansing 55 
Madison 39 
Manitowac 2 
Milwaukee 243 
Minneapolis 177 
Oshkosh 10 
Wausau 3 
Winona 3 
Total 2070 24, 904 8.3 
Danville 
Detroit 23 
Milwaukee 2 
Minneapolis 1 
Total 26 125 20.8 
Dayton 
Battle Creek j 
Beloit 8 
Brainerd 1 
Chisholm 2 
Clintonville 1 
Detroit 1378 
Duluth 3 
Eau Claire 4 
_Grand Forks € 
¥* Green Bay 6 
3 Hancock 2 
Iron Mountain 4 
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PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 
March 1-14, 1954 and September 17-30, 1954 


(Continued) 
we LCA Cities and Passengers to Total Percent to 
a NOR Cities NOR Points Passengers NOR Points 
Dayton (cont'd. ) 
Ironwood 2 
Lansing 14 
Madison 42 
Manitowac 2 
Marinette 1 
Milwaukee 230 
Minneapolis ait 
Oshkosh 11 
Rhinelander 5 
Wausau - 
Winona 1 
Wisconsin Rapids 1 
Total 2003 24, 560 8.2 
Gary 
Detroit 1 
Minneapolis o 
Total 5 94 5.6 
[2840] 
Indianapolis cone 8G 
Battle Creek 2 Page 3 
Beloit 10 
Chisholm 3 
Detroit 2451 
Duluth 19 
Eau Claire a 
Escanaba 2 
Grand Forks 3 
Green Bay 9 
Iron Mountain 2 
Ironwood I 
Jackson 2 
La Crosse 6 
Lansing 59 
Madison 51 
Marinette i. 
Milwaukee 292 
Minneapolis 335 
Oshkosh La 
Rhinelander 2 
Wausau 9 
Winona 3 
Wisconsin Rapids 1 
Total 3281 29,131 is a: 
eek - 
Kokomo =. 
Chisholm 1 al 
Detroit 8 





PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 
March 1-14, 1954 and September 17-30, 1954 


(Continued) 


LCA Cities and Passengers to Total Percent to 
NOR Cities NOR Points Passengers NOR Points 


Kokomo (cont'd. ) 
Milwaukee 
Minneapolis 
Wausau 

Total 


LaFayette 
Detroit 
Green Bay 
La Crosse 
Lansing 
Madison 
Milwaukee 
Minneapolis 
Oshkosh 

Total 


Lima 
Detroit 
Minneapolis 
Total 


Mansfield 
Detroit 
Lansing 
Milwaukee 
Minneapolis 

Total 


Marion 
Detroit 
Lansing 
Milwaukee 
Minneapolis 
Total 


New Philadelphia 
None 
[2841] 
Pittsburgh 
Battle Creek 13 
Beloit 
Brainerd 
Chisholm 
Detroit 
Duluth 
Green Bay 
= Iron Mountain 
Ironwood 
Jackson 
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i | q 


PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 
March 1-14, 1954 and September 17-30, 1954 


(Continued) 
LCA Cities and Passengers to Total Percent to 
NOR Cities NOR Points Passengers NOR Points 
Pittsburgh (cont'd. ) 
La Crosse 2 
Lansing 46 
Madison . 54 
Manitowac 5 
Marquette | 
Milwaukee 714 
Minneapolis 396 
Oshkosh 8 
Rhinelander 4 
Wausau ¢ 
Winona | 
Wisconsin Rapids 1 
Total 4794 72, 848 6.6 
Richmond 
Detroit 5 
Madison 2 
Milwaukee 5 
Total i2 246 4.9 
Springfield 0 
Terre Haute 
Detroit 22 
Grand Forks 1 
Green Bay 3 
International Falls 2 
Madison 4 
Milwaukee 7 
Minneapolis 7 
Oshkosh 1 
Total 57 631 9.0 
Youngstown 
Battle Creek 2 
Detroit 650 
Duluth 2 
Jackson 1 
Lansing 26 
Madison 4 
Marinette 2 
Milwaukee 70 
Minneapolis 43 
Rhinelander 1 


Total 801 6, 784 118 
, 
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PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 
March 1-14, 1954 and September 17-30, 1954 








(Continued) 
a 
LCA Cities and Passengers to Total Percent to 
- NOR Cities NOR Points Passengers NOR Points 
Pittsburgh (cont'd. ) 
La Crosse 2 
‘ Lansing 46 
Madison , 54 
Manitowac 5 
Marquette 1 
Milwaukee 714 
Minneapolis 396 
e Oshkosh 8 
Rhinelander 4 
¥ Wausau 7 
Winona 1 
Wisconsin Rapids 1 
Total 4794 72, 848 6.6 
Richmond 
Detroit 5 
Madison 2 
Milwaukee 5 
Total 12 246 4.9 
Springfield 0 
Terre Haute 
Detroit 2a 
Grand Forks 1 
Green Bay 3 
International Falls 2 
e Madison 4 
Milwaukee 17 
Minneapolis 7 
Oshkosh 1 
5 | Total 57 631 9.0 
Youngstown 
Battle Creek 2 
Detroit 650 
Duluth 2 
Jackson 1 
Lansing 26 
Madison 4 
Marinette 2 
Milwaukee 70 
Minneapolis 43 
Rhinelander 1 " 
Total 801 6, 784 1128* 
Bhp. 
e%. 
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, J NOR-121 
-: U.S. DOMESTIC TRUNK AND LOCAL SERVICE AIRLINES 

RANKED BY NUMBER OF WEIGHTED AVERAGE ROUTE MILES OPERATED 
r FOURTH QUARTER, 1954 - 
‘‘ Weighted 
‘ Average Index - 
; Percent Route Miles NOR Plus LCA 

CARRIERS of Total Operated Equals 100 

United - 6,824 218 

American 6, 377 

Braniff 6, 167 

Eastern 6, 164 

Trans-World 4, 944 

Delta 4, 889 

Western 4, 393 

Capital 4,190 

Continental Plus Pioneer 3, 977 

Northwest 3, 511 

North Central Plus Lake Central’ 4. 06% 3, 125 100 

Frontier 2, 995 

Continental 2,556 

National 2,311 

Trans- Texas 2, 304 

North Central!’ 2, 063 

Southern 1, 764 

West Coast 1, 718 

Piedmont 1, 569 

Ozark 1,529 

Allegheny 1,491 

Pioneer 1,421 

Northeast 1, 336 

Central 1,275 

Bonanza 1, 154 

Lake Central 1,116 

Colonial 1, 093 

Southwest 1, 007 

Mohawk 814 26 

TOTAL 76, 972 
MEAN AVERAGE 2,851 


1/ Chicago-Detroit Segment Added. 


gf's : 


Source: CAB Recurrent Reports. 
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280 


PASSENGERS BETWEEN LAKE CENTRAL AND NORTH CENTRAL CITIES 


March 1-14, 1954 and September 17-30, 1954 


(Continued) 


LCA Cities and Passengers to Total Percent to 
NOR Cities NOR Points Passengers NOR Points 


Zanesville 
Detroit 
Milwaukee 
Minneapolis 
Total 190 


GRAND TOTAL 282, 182 


Source: CAB Airline Traffic Surveys. 
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| [2854] [2854] 
rg NOR-121 


U.S. DOMESTIC TRUNK AND LOCAL SERVICE AIRLINES 
RANKED BY NUMBER OF WEIGHTED AVERAGE ROUTE MILES OPERATED 


FOURTH QUARTER, 1954 00 = 


Weighted 
Average Index - 
Percent Route Miles NOR Plus LCA 
_____ CARRIERS of Total Ope rated Equals 100 
‘ United 6, 824 218 
American 6, 377 
Braniff 6, 167 
Eastern 6, 164 
Trans-World 4, 944 
. Delta 4, 889 
Western 4, 393 
v Capital 4,190 
Continental Plus Pioneer 3,977 
Northwest 3,511 
North Central Plus Lake Central’ 4.06% 3, 125 100 
Frontier 2, 995 
Continental 2, 556 
National Ze OL 
Trans- Texas 2, 304 
North Central’ 2, 063 
Southern 1, 761 
West Coast 1, Tis 
Piedmont 1,569 
Ozark 1,529 
Allegheny 1,491 
Pioneer 1,421 
Northeast 1, 336 
a Central Loweta 
: Bonanza 1, 154 
¥ 
Lake Central 1,116 
Colonial 1, 093 
Southwest 1, 007 
Mohawk 814 26 
TOTAL 76,972 
MEAN AVERAGE 2,851 


1/ Chicago-Detroit Segment Added. 


ght ; 


Source: CAB Recurrent Reports. 


9 
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[2855] [2855] NOR-122 
U. S. DOMESTIC TRUNK AND LOCAL SERVICE AIRLINES 
RANKED BY NUMBER OF REVENUE PLANE MILES 
_____SYEAR ENDING MARCH 31, 1955 
Total Index - 
Percent Revenue NOR Plus LCA 

CARRIER of Total Miles Equals 100 

American 99, 663, 546 1,376 

United 98,490, 614 

Eastern 83, 190, 638 

Trans-World 72,005, 741 

Capital 29, 733, 136 

Delta 28, 886, 619 

Braniff 23, 627, 678 

National 21, 319, 912 

Northwest 20,572, 289 

Western 16, 277, 428 

Continental Plus Pioneer 11, 986, 141 

Continental 8,230, 192 

North Central Plus Lake Central 1.29% 7, 241, 273 100 

Northeast 6, 431, 023 

Piedmont 6, 238, 261 

North Central 5, 444, 142 

Frontier 4,582, 362 

Colonial 4,510, 048 

Trans-Texas 4,469, 674 

Allegheny 4,139, 033 

Pioneer 3, 755, 949 

Mohawk 3, 162, 744 

West Coast 3, 140, 766 

Southern 3, 116, 696 

Ozark 3, 059, 240 

Southwest 2,678, 325 

Central 2, 074, 803 

Lake Central Ls 797, 131 

Bonanza 1, 705,479 24 
TOTAL 562, 303, 469 
MEAN AVERAGE 20, 826, 054 





Source: Carriers Forms 41. 
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[2856] [Pbse] 
NOR-123 
U. S. DOMESTIC TRUNK AND LOCAL SERVICE AIRLINES 
RANKED BY NUMBER OF REVENUE PASSENGER MILES 


YEAR ENDING MARCH 31, 1955 


TOTAL 
MEAN AVERAGE 


Source: Carriers Forms 41. 


17, 586, 302 


651, 345 


ses Total Index - 
Percent Rev. Psgr. NOR Plus LCA 
CARRIER of Total Miles (000) Equals 100 
American 3,514, 753 5, 528 
United 3, 373, 864 
Eastern 2,612,520 
Delta 848, 780 
Capital 777, 301 
Northwest 768, 092 
National 757, 977 
Braniff 565, 600 
Western 430, 120 
Continental Plus Pioneer 221,188 
Continental 174,151 
Northeast 107, 346 
Colonial 100, 454 
Piedmont 63, 831 
North Central Plus Lake Central 0.36% 63,579 100 
North Central 51,505 
Pioneer 47,037 
Allegheny 44,458 
Mohawk 42, 369 
Frontier 41, 718 
Southwest 41,111 
Trans-Texas 33, 022 
West Coast Dis ath 
Ozark 27,445 
Southern 24, 296 
Bonanza 18, 898 
Lake Central 12, 074 
Central 10, 887 17 


Pol 
ts, 
", 
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[2857] [2857] NOR-124 
U. S. DOMESTIC TRUNK AND LOCAL SERVICE AIRLINES 
RANKED BY NUMBER OF DOLLARS OF TOTAL OPERATING REVENUE 
YEAR ENDING MARCH 31, 1955 


Total Index - 
Percent Onecratins NOR Plus LCA 

CARRIER : of Total _ Revenue Equals 100 
American 217, 197, 361 2,581 
United 202, 083, 296 » 
Eastern 168, 240, 932 
Trans-World 147, 751, 287 
Delta 52.479, 616 
Capital 49, 071, 664 
Northwest 45, 819, 641 ‘ 
National 42,515, 506 
Braniff 38, 230, 950 
Western 26, 958, 022 
Continental Plus Pioneer 16, 812, 123 
Continental 12, 320, 134 
Northeast 9, 674, 231 
North Central Plus Lake Central 0.78% 8,416, 136 100 
Colonial 7, 337, 424 
Piedmont 6,492, 142 
North Central 6, 093, 220 
Frontier 9, 353, 679 
Allegheny 4,895, 914 
Trans- Texas 4, 729, 539 
Pioneer 4,491, 989 
Mohawk 3, 770, 463 
Southwest 3, 653, 783 
Ozark 3,442, 667 
Southern 3,402, 465 ’ 
West Coast 3, 260, 259 ’ 
Central 2.530.173 
Lake Central 2, 322, 916 
Bonanza 1, 979, 783 24 

TOTAL 1, 075, 199, 056 

MEAN AVERAGE 39, 822, 180 


Source: Carriers Forms 41. 


“« 
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[2858] _ [2858] 
U.S. TRUNK- AND LOCAL SERVICE AIRLINES 
RANKED BY NET ASSETS 
AS OF MARCH 31, 1955 


Index - 
NOR Plus LCA 


Equals 100 


American 191, 934 5, 642 
United 190, 839 
Eastern 149, 078 
Trans-World 131, 911 


Percent Net 
of Total Assets 


Delta 53, 847 
Northwest 46, 987 
National 39, 933 
Braniff 34, 489 


Capital 27, 520 


Western 
Continental Plus Pioneer 
Continental 


22, 339 
14, 871 
12, 230 


Northeast 5, 745 
Colonial 3,491 


North Central Plus Lake Central 0.36 3,402 


Southwest 2, 864 
Piedmont 2, 756 
Pioneer 2, 641 


North Central 2,590 


Allegheny 2, 524 
Mohawk 2,021 
Ozark 1, 761 
Trans-Texas 1, 625 
West Coast 1, 609 
Frontier 1, 414 
Southern 1,251 


Central 1,123 
Bonanza 1, 026 


Lake Central 812 
TOTAL 936, 666 


MEAN AVERAGE 34, 691 


1/ Includes foreign operations. 


o~ 
> 


2h 
Source: C.A.B. Quarterly Report of Air Carrier Operating Factors, March, 
1955. 





NOR-129 


POINTS COMMON TO BOTH CARRIER'S ROUTES 
MERGERS AND ACQUISITIONS THAT HAVE BEEN APPROVED 


Common Points 
Mergers and Number Name of 


Acquisitions of Points Points 
Western-Inland | 1 Great Falls 


Monarch-Challenger 2 Denver 
Salt Lake City 


West Coast-Empire 


Braniff-Mid-Continent Fort Smith 
Houston 
Kansas City 
Muskogee 
Tulsa 


Delta-C &S Chicago 
Jackson 
New Orleans 
Shreveport 


Continental-Pioneer Albuquerque 

Big Spring 
Houston 

Las Vegas 
Lubbock 
Midland-Odessa 
San Angelo 
Santa Fe 


North Central-Lake Central Chicago 
Grand Rapids 
Kalamazoo 
South Bend 


Source: CAB Dockets in The Merger Cases. 
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MATERIAL TO BE CONTAINED IN 
VOLUME III AND SUBMITTED AT A LATER DATE 
Most of Part VI will be supplied in Volume II which will be submitted at 
the time for filing the rebuttal exhibits in this proceeding. It will contain the plan 
for the expanded integrated operation of the two systems and a full analysis of the 





savings in operating costs that will result from the integration. This plan and 


projection is based on operating information that is being supplied by Lake Central 





Airlines at the time for filing exhibits in chief. 





The following several exhibits show the increased traffic that would be 
carried by North Central over the merged system as compared to the amount 
available to the two carriers operating separately. The result is not a forecast 
for a future year but is an estimate of the increase that would have been exper- 
ienced in 1954 had the two operations been integrated at that time. 

The estimates are based on the actual number of passengers and revenue 
passenger miles between points on the two systems during the CAB Airline Traffic 
Survey periods of 1954. Improvement of service at each pair of points is con- 
sidered and an estimate is made of the effect this improved service would have 
had on the traffic volume had there been integration during the Survey period. 
These estimates are to be carefully distinguished from North Central's proposal 
after expanded service which it intends to operate should the acquisition be ap- 
proved. These expanded services will be set forth in Volume II. 

The map marked NOR-156 at the end of this part shows additional routes 
and services for the Lake Central area that North Central management believes 
are needed to provide an adequate local air service for the area. Additional 
operating authority from the Civil Aeronautics Board will be needed to implement 
much of this proposal and North Central will actively prosecute its applications 
with the Board to establish these services at the earliest possible date. While the 
additional operating authority is being obtained North Central intends to pursue 
its policy of 


[Not Admitted] NOR-152 
Page 2 


increasing schedule frequency on Lake Central's present routes to the extent of 
substantially increasing the total schedule mileage and will establish several 
added services which will become authorized with the approval of the acquisition 
such as one-plane service from most of the Indiana cities direct to Detroit, etc. 
The last section of Volume III presents the benefits which will accrue‘to the 
public through the integration of operations. This section is quite lengthy and pro- 


vides a detailed blue print ef what benefits can be expected from the acquisition. 
a? 
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[2892] NOR-155 


SUMMARY OF FORECAST NEW AND DIVERTED TRAFFIC 
THAT WOULD HAVE OCCURRED WITH INTEGRATION IN 1954 
BASED ON HISTORIC TRAFFIC FOR MARCH AND SEPT. SURVEY PERIODS, 


1954 
Number of Added 


Passengers through Passengers Added Rev. Pass. Miles 


Chicago New Diverted Total New Diverted Total Yield 
Between NOR Cities 
and 
Bloomington 7.0 1.0 8 2416 ->162 2578 180.46 
Cincinnati 57.2 57.2 114.4 23666 16644 40310 2821. 70 
Cleveland 0 0 0 0 0 0 0 
Columbus 0 0 0 0 0 0 0 
Danville 17.0 2.0 19.0 3780 302 4082 285. 74 
Dayton 17.6 35.4 53.0 7077 10408 17485 1223: 95 
Gary 45.0 0 45.0 4410 0 4410 308. 70 
Indianapolis 72.5 122. 7 195.2 21690 20369 42059 2944.13 
Kokomo 26.5 1 ig es 9410 166 9576 607. 32 
Lafayette 62.0 1.0 63.0 16136 82 16218 1135.26 
Lima 20.0 0 20.0 7480 0 7480 523.60 
Mansfield 10.5 1.0 11.5 4126 311 4437 310.59 
Marion 12.0 0 12.0 4320 0 4320 302.40 
New Philadelphia 0 0 0 0 0 0 0 
Pittsburgh 0 0 0 0 0 0 0 
Richmond 22.0 4.0 26.0 7218 826 8044 563. 08 
Terre Haute 36.2 12.0 48.2 11300 1119 12419 869. 33 
Youngstown 0 0 0 0 0 0 0 
Zanesville 0 0 0 0 0 0 0 
Total 405.5 237.2 642.8 123029 50389 173418 12139.26 
Per Day 14.5 8.5 23.0 4394 1800 6194 433.58 
Passengers over 
Kalamazoo 
Between NOR Cities 
and 
Bloomington o.0) 1.0 10.0 2860 296 3156 2209.21 
Cincinnati 9.7 6.7 16.4 3519 1885 5404 378.28 
Danville 16.5 11.8 28.0 5683 3933 9616 673.12 
Dayton 4.4 2.2 6.6 1606 706 2312 161. 84 
Gary 15.0 0 15.0 3180 0 3180 222.60 
Indianapolis 30.0 27.8 57.8 8058 7323 15381 1076. 67 
Kokomo 60.0 8.0 68.0 13600 1920 15520 1086. 40 
Lafayette 61.5 12.5 74.0 17094 3584 20678 1447.46 
Richmond 18.0 5.0 23.0 6320 1860 8180 572.60 
Terre Haute 32.0 11.0 43.0 11926 4213 16139 1129. 73 
Total 256.1 85.7 341.8 73846 25720 99566 6969. 62 
Per Day S42 3.1 12.2 26387 919 3556 248. 92 
Grand Total 661.6 323.0 984.6 196875 76109 272984 19108.88 
Per Day . 23.6 11.6 35.2 7031 2718 9749 682.43 
we Per Month 717.8 352.9 1070.7213860 82672 296532 20757.24 
. Per Year ‘.8614. 0 4234.0 12848.0 256315 992070 3558385 249086. 95 


Source: NOR Exhibits 153 and 154. 
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Experienced Operating Revenues and Expenses 
Second Quarter, 1955 
North Central Lake Central 


Cents 


Combined Systems 
Cents 


REVENUE MILES 
Acct. 


No. Operating Revenues 
3100 Transportation 
3101 Passenger 
3102 Mail-United States 
3105 Express 
3107 Excess Baggage 
Total Sched. 
Non-Sched. Trans. 
Other Transport. 
Total Trans. 
Incidental Rev. -Net 
Total Before 
Subsidy 
Federal Subsidy 
Total Oper. Rev. 


Operating Expenses 
Flying Operations 
Dir. Maint. -Flt. Eqp. 
Deprec.-Flt. Eqp. 

Total 


Ground Operations 
Grnd. & Ind. Maint. 
Psgr. Service 
Traffic & Sales 
Adv. & Publicity 
General & Admin. 
Deprec. -Gnd. Equip. 

Total 

Total Oper. Exp. 


Subsidy Req. to Break-Even 
Net Operating Income 

7100 Net Non-Oper. Income 
Net Income Before Inc. Taxes 
9100 
Profit or Loss for Period 
Total Mail Pay 

lst Class Mail Pay 


2108 
3109 
4100 


3900 


Income Taxes 


*£ 
4 


1, 609, 063 


1, 255, 980 


58, 876 
25, 646 
7, 683 


1, 348, 185 


ty LS 
2,490 


1, 357, 850 


641 


1, 358, 491 


338, 568 


1, 697, 059 


476, 798 
217, 564 
109, 398 
803, 760 


252, 333 
87, 263 
87, 853 

224, 567 
66, 337 

117, 674 
14,511 

850, 538 


1, 654, 298 


295, 807 
42, 761 
(12, 156) 
30, 605 
30, 605 
397, 444 

4,226 


943, 770 


270, 860 


303, 012 
321, 749 
624, 761 


185, 415 
78, 906 
14, 909 

279, 230 


104, 948 
51, 898 
27, 155 
99, 551 
4,583 
59, 684 
2, 638 
350, 457 

629, 687 


326, 675 
(4, 926) 
(7, 231) 

(12, 157) 

(12, 157) 

339, 748 

122 


Mile 


115. 
60. 
(0. 
(i 
(2.23) 
(2.23) 
62.48 


Amount 


2,152, 833 


1, 526, 840 


76, 875 
40, 643 
8, 831 


1, 653, 189 


8,196 
2, 697 


1, 664, 082 


(2, 579) 


1, 661, 503 


660, 317 


2, 321, 820 


662, 213 
296, 470 
124, 307 


1, 082, 990 


357, 281 
139, 161 
115, 008 
324, 118 

70, 920 
177, 358 

17, 149 


1,200, 995 
2,283, 985 


622, 482 
37, 835 
(19, 387) 
18, 448 
18, 448 
737, 192 
4, 348 


Mile 


70. 92 
3.57 
1.89 
0.41 

76. 79 
0.38 
0.13 

77. 30 
(0. 12) 


77.18 
30. 67 
107.85 


30. 76 
LS. 77 

3. 7% 
50. 30 


16. 60 
6.46 
5. 34 

15.06 
3.29 
8.24 
0.80 

55. 79 

106. 09 


28.91 
1. 76 
(0. 90) 
0.86 
0.86 
34.24 
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Development of Additional Operating Revenues 
Resulting From Integration 


Passenger 
Basis: NOR/LCA Combined Systems Experience in Second Quarter (Scheduled) 
Note: No change in existing fares proposed 


Total Passenger Revenue $1, 526, 840 
Revenue Passenger Miles (000) 21, 641 
Yield (¢) 7.0553 


Additional Passenger Miles 282, 054 
Additional Passenger Revenue $19, 900 


Express 
Basis: NOR/LCA Experience in Second Quarter 
Total Express Revenue $ 40,643 


Total Passenger Revenue $1, 526, 840 
Percent Express of Passenger Revenue 2.6619% 


Additional Passenger Revenue $19, 900 
Additional Express Revenue $530 


Excess Baggage 
Basis: NOR/LCA Combined Systems Experience in Second Quarter 


Total Excess Baggage Revenue $8, 831 
Total Passenger Revenue $1, 526, 840 
Percent Excess Baggage of 

Passenger Revenue 0.5784% 


Additional Passenger Revenue $19, 900 
Additional Excess Baggage Revenue $115 
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Experienced Direct Operating Expenses 
Second Quarter, 1955 


North Central 
Cents 
Mile 


Lake Central 
Cents/ 
Amount Mile 


Combined Systems 
Cents 


Amount 


Amount Mile 


5100 Flying Operations 
23 Pilots & Co-Pilots 


28 Train. & Unal. Sh. Labor 
36 Travel & Incidental 


227,511 84,818 15.60 


887 . 16 


312, 329 
887 


19, 450 30,497 


41 Spl. Prof. & Technical 
45 Fuel & Oil 
55 Ins.-PL PD & General 
58 Injuries Loss & Damage 
69 Taxes, Other than 
Payroll 
74 Other Expenses 
Total 


5200 Dir. Maint. -Flt. Equip. 
25 Labor-Aircraft 


26 Labor-Engines 

27 Labor-Other 
46-1 Materials-Aircraft 
46-2 Outside Rep. -Aircraft 
47-1 Materials-Engine 
47-2 Outside Rep. -Engine 
48-1 Materials-Other 
48-2 Outside Rep. -Other 

70 Res. Provision-Aircraft 

Total 


5900 Deprec. -Flt. Equip. 
75 Aircraft 


76 Engines 
77 Other Flt. Equip. 
Total 


Total Aircraft Expense 


Revenue Miles 


1,430 
189, 484 
12, 229 
155 


26, 539 


470, 798 


49, 345 
30, 625 
22, 694 
24,471 
4,152 
8, 196 
48,673 
5, 995 
3, 725 
19, 688 
217, 564 


75, 642 
10, 542 
23, 214 
109, 398 


803, 760 


1, 609, 063 


Wr OOWSOM EE ow 


_ 


11, 047 . 03 


185,415 


16, 482 
7, 070 
7, 544 
5, 859 
4,077 
3, 864 

23, 719 
1, 000 
1,156 
8,135 

78, 906 


13,275 


1, $34 
14, 909 


279, 230 


543, 770 


RroohoOorEH es 


= 


1,430 
265, 674 
15, 692 
155 


35, 296 
253 
662, 213 


65, 827 
37, 695 
30, 238 
30, 330 

8, 229 
12, 060 
72, 392 

6, 995 

4, 881 
27, 823 


296, 470 


88, 917 
10, 542 
24, 848 
124, 307 


1,082, 990 


2,152, 833 


SP eee eS res & 
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Effect of Integration on Experienced Direct Operating Expenses 


NOR/LCA NOR/LCA Inte- 
Combined Systems Savings With grated System 


2nd Qtr. 1955 Integration 2nd Qtr. 1955 
Acct. Cents Cents 


No. Description Amount Mile Quarter Year Amount Mile 


5100 Flyin rations 
23 Pilots & Co-Pilots 312, 329 
28 Train. &Unal. Shop Labor 887 
36 Travel & Incidental 30,497 


_ 


-51 4,680 18,720 307,649 14.29 
. 04 887 0.04 
30,497 1.42 


41 Spl. Prof. & Technical 1,430 
45 Fuel & Oil 265, 674 
55 Ins.-Pl PD & Genl. 15, 692 
58 Injuries, Loss & Damage 155 
69 Taxes, Other than Payroll 35, 296 
74 Other Expenses 253 

Total 662, 213 


5200 Direct Maint. -FIlt. Equip. 
25 Labor-Aircraft 65, 827 


26 Labor-Engines 37, 695 
27 Labor-Other 30, 238 
46-1 Materials-Aircraft 30, 330 
46-2 Outside Rep. -Aircraft 8,229 
47-1 Materials-Engines 12, 060 
47-2 Outside Rep. -Engines 72, 392 
48-1 Materials-Other 6, 995 
48-2 Outside Rep. -Other 4,881 
70 Res. Provision-Aircraft 27,823 
Total 296, 470 


5900 Depreciation-Fit. Equip. 
75 Aircraft 88, 917 


76 Engines 10, 542 
77 Other Flight Equipment 24, 848 
Total 124, 307 


Total Direct Expense 1, 082, 990 


—_ 


eo 


WrFoOowWwWoOor Fe 
. e ° ° . e ° * e¢ . © 


_ 


21, 848 
13, 560 
10, 048 

0 


10, 344 
0 

25, 784 
0 
(636) 

0 

80, 948 


1,430 
256, 843 
15, 692 
155 

35, 296 
253 
648, 702 


60, 365 
34, 305 
27, 726 
30, 330 
5, 643 
12, 060 
65, 946 
6, 995 
5, 040 
27, 823 


276, 233 


88, 917 
10, 542 
24, 848 
124, 307 


-30 33, 748 134, 9921, 049, 242 48. 


NWRrOOWOOrRHHN 


ry 


. 06 
. 94 
td 
.O1 
. 64 
.O1 
. 14 
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Development Of Savings With Integration In Flying Operations Expense 


Pilots and Co-Pilots 


Basis: LCA to equal NOR in Crew Utilization zi 
Projected/Actual June Pilot Utilization 
LCA Revenue Miles - Second Quarter 543, 770 
June 194, 593 
% June of Quarter 35. 79 
LCA Total Hours Flown in Second Quarter 3, 979 
Projected June Hours at 35. 79% 1,424 
NOR Actual Total Hours Flown in June 4,202 
Equalization of Crew Utilization: (June) 
LCA After 
Equaliza- 
NOR tion 
Projected/Actual Total Hours ss — 
Flown 4,202 1, 424 
No. of Pilots and Co-Pilots 126 50 
No. of Cabin Attendants 67 25 
No. of Crews 63 25 
Projected/Actual Crew 
Utilization 66:42 56:58 
No. of LCA Crews required to equal NOR Utilization 2 
LCA Crew Utilization after Integration 64:44 
Crews Saved with Integration 3 
Crew Salaries at minimum seniority Month arter 
3 First Pilots at $170 510 1, 530 
3 Co-Pilots at $350 1, 050 3, 150 
Total Pilots & Co-Pilots Saved 1,560 4, 680 
3 Stewardesses at $205 615 1, 845 
Fuel and Oil 
Basis: System Cost Differential in Second Quarter 
NOR LCA 
Total Cost of Fuel and Oil $189, 484 $76, 190 
Total Gallons of Fuel 1, 144, 950 406, 954 
Fuel & Oil Cost Per Gallon of Fuel 16.55¢ 18. 72¢ 
LCA Excess over NOR 2.17¢ 


Savings $8, 831 
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Development of Savings With Integration In Direct Maintenance 


Basis: NOR Plans to Utilize Maintenance Facility at Indianapolis 


Would Result in its Total Labor and Outside Repair Costs (Per 
Hour) Decreasing to the Level of the Other 12 Local Carriers 
- Second Quarter 


Outside Repairs 


Other 12 1/ 
NOR Local Carriers— 
Total Labor and Outside Repair Costs $159, 214 $869, 103 
Total Hours 1i,Z20 78, 742 
Cost Per Hour $ 14.18 $ 11. 04 
Index 100. 00 77.86 
(-22. 14) 
NOR Experience - 
Labor - 2nd Quarter at 22.14% at 11.07% 
Aircraft 49, 345 10, 925 5,462 
Engine 30, 625 6, 780 3, 390 
Other 22, 694 5,025 2,512 
1/ AAA and SWA data included is for DC-3 only. 
Basis: NOR/LCA Hourly Rate Differentials - Second Quarter 
Total 
Hours Aircraft Engine Other 
Outside Repairs Expense: 
LCA 3, 979 $4, 077 $23, 719 $1, 156 
NOR | 11,225 $4, 152 $48, 673 $3, 725 
Expense Per Hour: 
LCA $1.02 $5. 96 $0.29 
NOR $0.37 $4. 34 $0. 33 
Differentials $0. 65 $1. 62 ($0. 04) 
Savings 3,979 $2, 586 $6, 446 ( $159) 
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Experienced Ground and Indirect Operating Expenses - Summary 
Second Quarter, 1955 


Lake Central 


North Central 
Cents/ 
Mile 


Amount 
57, 2iL 
61, 747 
40,051 


Description 
Gen'l Officers & Supts. 


Local Mgrs. & Supts. 
Other Flight Personnel 
D. Maint. Labor - Other 8,081 
Tr. &Unal. Shop Labor 30, 192 
Ground Service Employees 44, 922 
Comm.Oprs., Dispatch, etc.26, 408 
Stock &StoresEmployees 12, 254 
Ticket & Res. Empl. 60, 886 
Traffic Solicitors 1,875 
Other Employees 155, 327 
Travel & Incidental 40,128 
Telephone & Telegraph 38, 570 
Light, Heat, Power & Water 4, 784 
Affiliate & Interdiv. 1, 764 
Agency Services & Joint 13, 253 
Spl. Prof. & Technical 942 
Legal Fees & Expenses 7,402 
Other Services 23, 418 
Rentals 60, 725 
D. M. Mtls. Outside Repairs- 
Other 15, 410 

Shop & Servicing Supplies 6, 153 
Stationery, Print. & Off. 13, 448 
Psgr. Food Expense 8, 721 
Psgr. Supplies - Other 1,205 
Other Supplies 5,407 
Inventory Adjustments 
Ins. - PL, PD & General 
Ins.-Psgr. & Cargo Liab. 
Ins. - Employee Welfare 
Injuries, Loss & Damage 
Tariffs, Sched. & Time T. 
Advertising - Space 
Advertising - Other 
Other Promotional & Pub. 
Interrupted Trip 
Memberships 
Corporate & Fiscal 
Bad Debts 
Taxes - Payroll 20, 934 
Taxes - Other 4,977 
Amortization-Other Def. Ch.1, 233 
Other Expenses 3. Tes 
Exp. Transferred-Credit (31, 505) 

Total 836, 027 


Ground Depreciation 14,511 
Total Ground &Ind. Exp. 850,538 
1, 609, 063 


1,914 

8,514 

8, 009 

266 

5, 921 

29, 846 
23, 525 
6, 317 

3, 684 

3, 357 

4,999 


Revenue Miles 


X 


3.56 


ooocooco 


ooor 


(1. 
51. 


0. 


oooorrcocoo9cjoe 
* ° ° a e e « e ° ® 


.23 
96) 


96 
90 


. 86 


33, 745 
25, 261 
16, 482 
7, 637 
6, 544 
10, 656 
9, 454 
5,499 
66, 192 
2, 144 
19, 751 
11, 836 
23, 133 
665 

2, 224 
5, 261 
900 
2,120 
16, 312 
37, 653 


By Tit 

73 
5, 265 
1, 081 


347, 819 

2, 638 
350, 457 
543, 770 


Cents 


Amount Mile 


- 


PAWOSSSSHKRNWONKH HHH oo 


63. 
0.49 


90, 956 
87, 008 
56, 533 
15, 718 
36, 736 
55, 578 
35, 862 
17, 753 
127, 078 
4,019 
175, 078 
51, 964 
61, 703 
5, 449 
3, 988 
18,514 
1, 842 
9, 522 
39, 730 
98, 378 


18, 127 
6, 226 
18, 713 
9, 802 
1, 708 
6, 223 
6, 647 
3, 289 
10, 821 
11, 765 
276 

7, 016 
31, 285 
25, 536 
6, 450 
3, 825 
5, 308 
6, 246 
879 
28, 903 
5, 807 
2, 400 
4, 690 
(31, 505) 


1, 183, 846 


17,149 


- 64.45 1,200, 995 


2, 152, 833 
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Combined Systems 
Cents/ 


Amount 


Mile 
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Effect of Integration on Ground and Indirect Operating Expenses 


NOR/LCA Inte- 
grated Svstem 
2nd Qtr. 1955 

Cents/ 
Mile 


-83 


NOR/LCA 
Combined Systems Savings With 


2nd Qtr. 1955 Integration 
Cents 
Amount Mile Quarter Year 
90,956 4.22 30,006 120, 024 


Amount 


Gen'l Officers & Supts. 60, 950 


Local Mgrs. & Supts. 

Other Flight Personnel 

D. Maint. Labor - Other 
Training & Unal. Shop Labor 
Ground Service Employees 


Comm. Oprs., Dispatchers, etc. 


Stock & Stores Employees 
Ticket & Res. Empl. 
Traffic Solicitors 

Other Employees 

Travel & Incidental 
Telephone & Telegraph 
Light, Heat, Power & Water 
Affiliate & Interdivisional 
Agency Services & Joint 
Spl. Prof. & Technical 
Legal Fees & Expenses 
Other Services 

Rentals 


D.M. Mtls. & Outside Rep. -Other 


Shop & Servicing Supplies 
Stationery, Printing & Office 
Psgr. Food Expense 

Psgr. Supplies - Other 

Other Supplies 

Inventory Adjustments 
Ins.-P.L., P.D. & General 
Ins.-Psgr. & Cargo Liability 
Ins. -Employee Welfare 
Injuries, Loss & Damage 
Tariffs, Sched. & Time Tables 
Advertising - Space 
Advertising - Other 

Other Promotional & Pub. 
Interrupted Trip 
‘Memberships 

Corporate & Fiscal 

Bad Debts 

Taxes - Payroll 

Taxes - Other 


Amortization-Other Def. Charges 


Other Expenses 
Exp. Transferred - Credit 
Total 


Ground Depreciation 
Total Ground & Ind. Exp: 


9 


87, 008 
56, 533 
15, 718 
36, 736 
55, 578 
35, 862 
17, 753 


127, 078 


4,019 


175, 078 


51, 964 
61, 703 
5, 449 
3, 988 
18,514 
1, 842 
9,522 
39, 730 
98, 378 
18, 127 
6, 226 
18, 713 
9,802 
1, 708 
6, 223 
6, 647 
3,289 
10, 821 
11, 765 
276 
7,916 
31, 285 
25, 536 
6, 450 
3, 825 
9, 308 
6, 246 
879 
28, 903 
9, 807 
2,400 
4,690 


(31,505) (1 


17, 149 


1,183,846 54 


SOSH OSOSCOOCOHPH SCO OOOO OOOO OC ORHODOSOONNWMOUSOHNNHMON 


4. 04 


v2 


. 73 
me ( ' 
. 58 
. 67 


82 


80 


11, 562 
2, 835 
1,170 

0 
1,440 
3, 465 


-99 118,582 
0. 
1,200,995 55 


281 


46, 248 
11, 340 
4, 680 

0 

5, 760 


13, 860 © 


6,516 
80, 700 
6, 600 
71, 760 
20, 016 
9, 264 


564 


474, 328 


1, 124 


75, 446 
53, 698 
14, 548 
36, 736 
54, 138 
32, 397 
16, 124 

106, 903 

2, 369 

157, 138 
46, 960 
59, 387 

5,449 

3, 988 

18,514 
1, 167 

7, 932 

39, 642 
89, 693 
18, 127 
6, 226 

16, 713 
9, 802 

1, 708 

6, 218 

6, 647 

3, 289 

10, 614 
10, 682 
276 

6, 469 

31, 285 
25, 536 
6, 450 

3, 825 

4, 188 


4,549 


16, 868 


0. 
(31,505) (1. 
1,065,264 49. 


0. 
.79 118,863 475,452 1,082,132 50. 


SSPSSSSOSOPHOSSSOSOSSOSSOSSOOP#H SSO SSOONNANOHOPNE ON YL 
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Development of Savings Resulting From Integration 
in Ground and Indirect Expenses 
Personnel Savings 


: Total 
No. of Monthly Quarterly Account 
Job Classification Employees Compensation Location Compensation Number 


1, 250 Ind 3, 750 6621 
1, 022 Ind 3, 066 6621 
1, 000 Ind 3, 000 6621 
1, 000 Ind 3, 000 6121 
750 Ind 2,250 6421 
650 Ind 1, 950 6635 
650 Ind 1, 950 6221 
625 1,875 6121 
590 1, 770 6121 
550 1, 650 6621 
550 1, 650 6621 
550 1, 650 6433 
940 1, 620 6130 
525 1,575 6235 
505 1,515 6221 
485 1,455 6221 
475 i 1,425 6122 
450 1, 350 6635 
450 1, 350 6135 
435 1, 305 6421 
435 1, 305 6635 
435 1, 305 6222 
435 1, 305 6122 
415 1,245 6130 
390 1,170 6621 
390 1, 170 6227 
370 1,110 6122 
340 1, 020 6635 
330 990 6324 
329 987 6222 
320 i 960 6122 
320 960 6122 
315 945 6122 
300 900 6231 
295 885 6122 
295 885 6432 
290 870 6122 
285 855 6635 
285 855 6635 
285 855 6432 
280 840 6432 


President 

Dir. of Flight Operations 
Executive Vice President 
Vice President-Operations 
Vice President-Traffic 
Assistant Treasurer 

Supt. of Maintenance 
Chief Dispatcher 

Supt. of Communications 
Purchasing Supervisor 
Director of Personnel 
Sales Manager 

Dispatcher 

Chief Inspector 
Maintenance Foreman 
Maintenance Foreman 
Base Operations Manager 
Dir. of Economic Research 
Ground School Instructor 
Manager, Tariffs and Sched. 
Revenue Accountant 

Radio Shop Foreman 
District Station Supervisor 
Assistant Dispatcher 

Asst. Purchasing Agent 
Communications Technician 
Station Manager 

General Accountant 

Chief Stewardess 

Chief Storekeeper at$1l. 90/nr 
Station Manager 

Station Manager 

Lead Agent 

Records Clerk 

Asst. Station Manager 
Station Agent 

Lead Agent 

Executive Secretary 
Multilith Operator 

Station Agent 
Reservationist 


ak pe pak BaD fk ped ek fet et ee ee ps ee tt ee pe pee pe ps ps pe 


Station Agent . (270) 6432 
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Development of Savings Resulting From Integration 
in Ground and Indirect Expenses 


Personnel Savings 


(Cont'd) 
Total 
No. of Monthly Quarterly Account 
Job Classification Employees Compensation Location Compensation Number 
Chief Reservationist 1 270 Chi 810 6422 
Station Agent 1 270 Chi 810 6432 
Station Agent 1 270 Grr 810 6432 
Station Agent i 270 Sbn 810 6432 
Executive Secretary H 270 Ind 810 6635 
Ground School Clerk 1 250 Ind 750 6135 
Secretaries 3 250 Ind 2,250 6435 
Stock Clerk at $1.40/Hr. 1 243 Ind 729 6231 
Station Agent 1 240 Chi 720 6432 
Station Agent 1 240 Azo 720 6432 
Station Agent 1 240 Sbn 720 6432 
Secretary 1 240 Ind 720 6635 
Ticket Agent i 235 Chi 705 6432 
Reservationists 3 235 Ind 2,115 6432 
Station Agents 3 230 Chi 2,070 6432 
Station Agents 3 230 Cmh 2,070 6432 
Station Agents 2 230 Ind 1, 380 6432 
Station Agents 2 230 Pit 1, 380 6432 
Station Agents 2 230 Sbn 1, 380 6432 
Station Agent 1 230 Azo 690 6432 
Reservationist 4. 230 Ind 690 6432 
Stenographer 1 230 Ind 690 6635 
Ticket Agent a 225 Chi 675 6432 
Reservationist L 220 Ind 660 6432 
Ediphone Operator i, 210 Ind 630 6635 
Multilith Operator | 210 Ind 630 6635 
Stewardesses 3 205 - 615 6324 
Clerk Typist ‘| 200 Ind 600 6235 
PBxX-Receptionist 4 200 Ind 600 6130 
Mail Clerk I 200 Ind 600 6635 
Chairman of Board 1 200 Ind 600 6621 
Porters 3 160 Chi 1, 440 6129 
Total - Ground & 
Indirect 87 91,872 
Employees in Direct Expense 
First Pilots Base Pay 3 170 - 1, 530 5123 
Co-Pilots 3 350 = 3, 150 5123 
Total Direct 6 4, 680 
Total Savings in Employee 5. 
Comp. +. —- 93 - 96,552 


eo . . ue 
ms : wey, 
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Development of Savings Resulting From Integration 
in Ground and Indirect Expenses 
(Cont'd) 


Travel and Incidental 


Basis: Percent of Total LCA Expenses Saved in Gen'l Officers & Supts. 


6100 6200 6400 6600 
Total LCA Genl Officers & 
Supts. Expense $7, 783 $5, 295 So, 117 $15, 550 
Savings Resulting from Inte- 
gration $6, 645 $4, 920 $3, 555 $14, 886 
Percent of Total Saved 85. 38% 92.92% 69.47% 95.73% 
Total LCA Travel & Inc. Exp. $1,286 $830 $3, 481 $749 
Savings Resulting from Inte- 
gration $1, 098 $771 $2,418 $717 
Telephone and Telegraph 
Savings in Teletype Rentals 
Miles 
CHI-SBN 74 Line Rental Rate, $1.30 per mile per month 
SBN-AZO 54 128 Miles at 1.30 
Month $166 
Quarter #498 


Teletype Station Charges: 
(Monthly) Estimated Basic Telephone Charge at Common Stations $10 


No. 19 Machine $60 4 Stations: 
Drop 10 Month $40 
Local Channel 3 Quarter $120 
Time Switch i 
Total $74 LCA Reported Expense in 
Account 6637 $1, 176 
Savings Estimated at 50% $588 


5 Teletype Stations: 


Davies ei | Total Savings $2,316 


(4 Common Stations and Flight Control) 
General and Administrative Expenses Saved at Indianapolis 


LCA Amount 
Acct. Second Saved 
No. Description Quarter at 75% 
41 Spl. Prof. & Technical $ 900 $ 675 
42 Legal Fees & Expenses 2,120 1,590 
43 Other Services LL 88 
50 Stationery, Printing & Office 2, 667 2,000 
53 Other Supplies. 7 5 
64 Memberships *. 1, 493 1etZG se 
65 Corporate & Fiscal, 1,247 935 


Te per Pxpenses) iF. ng vf og 188 
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Development of Savings Resulting From Integration 
in Ground and Indirect Expense 
(Cont'd. ) 


Rentals 
Landing Fee Savings at Common Stations: 
Grand Rapids Kalamazoo South Bend Total 
Number of LCA Departures 


in Second Quarter 241 479 481 
Landing Fees at LCA Rates $500 $675 $840 
Landing Fees as Additional 
NOR Flights $200 $240 $475 
Savings (Quarter) $300 $435 $365 $1, 100 
Other Rental Savings 
Acct. Grand Kala- South Indiana- 


No. Chicago Rapids mazoo Bend polis Total 


Radio Equip. Space 6100 $ 2.08 2.08 
Telescriber 6400 13. 75 $25.50 39.25 

Downtown Office 
Space 6400 155.00 ; ; 155. 00 

Airport Office 

Space 6100 145.83 $45.50 $25.00 $ 96.67 2,005.26 2,318.26 
Pub. Add. System 6400 13.63 13.63 
Total - Month 316.66 45.50 25.00 110.30 2,030.76 2,528.22 
Quarter 950.00 137.50 75.00 331.00 6,092.00 7,585.00 
Total Savings $8, 685. 00 


Insurance - Passenger and Cargo Liability 
Basis: NOR Present Rate - $1,200 per Airplane per Year 


LCA No. of Aircraft in Second Quarter 7 
Cost Per Year $8, 400 
Quarter 2, 100 

LCA Reported Expense in Second Quarter 2, 307 
Savings $207 


Insurance - Employee Welfare 
Basis: Percent Reduction in LCA Payroll 


LCA Payroll - Second Quarter 
Year $1, 339, 798 


Quarter 334, 950 

Reduction 96, 552 
Percent Reduction 28.83 

LCA Reported Expense in Second Quarter $3, 756 

Savings $1, 083 
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Development of Savings Resulting From Integration 
in Ground and Indirect Expenses 
(Cont'd. ) 


Tariffs, Schedules and Time Tables 
Basis: 50% Savings in Duplicated Costs Resulting From Integration 


LCA Reported Expense in Second Quarter $1, 095 
Savings at 50% $547 


Taxes - Payroll 
Total Payroll Reduction $96, 552 
Payroll Reduction Subject to Taxt/ $77, 136 
Tax Reduction at 3% $2, 314 


1/ $4,200 Cut-Off 


Ground Depreciation 


LCA Reported Expense at Common Stations 


Chicago 
Grand Rapids 
Kalamazoo 
South Bend 


Total 


: Reported Headquarters Depreciation Expense of $1, 044 
not included as a Savings 
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| Exhibit No. NOR-163 
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Integration Of Personnel For Second Quarter, 1955 
Had North Central and Lake Central Operated As One Company 
(Cont'd. ) 


Required For 
LCA's 2nd Qtr. The Integrated 


Personnel Operation Decrease 


Station and Compen- Compen- Compen- 
Job Title Number sation Number sation Number sation 
Mansfield 
District Station Supervisor 1 $ 445 1 $ 445 $ 
Lead Agent 1 290 1 290 
Station Agent & 240 i. 240 
Station Agents 2 230 2 230 
Sub-Total 5 1,435 5 1, 435 0 0 
Marion 
Station Manager 1 305 1 305 
Station Agent a 255 1 255 
Station Agent 1 230 : 230 
Sub-Total 3 790 3 790 0 0 
New Philadelphia 
Station Manager 1 340 1 340 
Station Agent 1 255 1 255 
Station Agent 1 230 1 230 
Sub- Total 3 825 3 825 0 0 
Pittsburgh 
Station Manager 1 410 1 410 0 0 
Lead Agent 1 270 1 270 0 0 
Asst. Station Manager 1 295 0 0 1 295 
Station Agent uf 270 1 270 0 0 
Station Agent 1 255 1 255 0 0 
Station Agents 3 230 1 230 2 230 
Sub-Total 8 2,190 5 1, 435 3 755 
Richmond 
Station Manager 1 380 1 380 
Station Agents 2 270 2 270 
Sub- Total 3 920 3 920 0 0 
South Bend 
Station Manager 1 370 0 0 1 370 
Station Agent 1 270 0 0 1 270 
Station Agent Ad 240 0 0 1 240 
Station Agents 2 230 0 0 2 230 
Sub- Total 5 1, 340 0 0 5 1, 340 
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Page 4 of 4 (Cont'd. ) 


? 


Integration Of Personnel For Second Quarter, 1955 
Had North Central and Lake Central Operated As One Company 
(Cont'd. ) 


Required For 
LCA's 2nd Qtr. The Integrated 


Personnel Operation Decrease 
Station and Compen- Compen- Compen- 
Job Title Number sation Number’ sation Number sation 
Terre Haute 
Station Manager i $ 355 1 $ 350 
Station Agent 4 255 1 255 
Station Agent 1 230 1 230 
Sub- Total 3 840 3 840 0 0 
Youngstown 
Station Manager 1 305 1 305 
Lead Agent 1 290 1 290 
Station Agents 2 230 2 230 
Sub-Total] 4 1.055 4 1, 055 0 0 
Zane sville 
Station Manager 1 340 1 340 
Station Agent 1 270 1 270 
Station Agent i 255 1 255 
Sub- Total 3 865 3 865 0 0 
Flight Crews 
First Pilots 3 170 0 0 3 170 
Co-Pilots 3 350 0 0 3 350 
Stewardesses 3 205 0 0 3 205 
Sub-Total iS) 2,475 0 0 9 2, 175 


? 


GRAND TOTAL 243 76,769.29 150 . 44,585.19 93 32, 184. 10 





[2929] 
331 


[2929] 


Exhibit No. NOR-165 
One Page 


Annual Space and Facility Rentals at Common Stations 
North Central and Lake Central Airlines 


Common Stations and North Central Lake Central 
Items Sq. Ft. Rental Sq. Ft. Rental 


Chicago 
Terminal Operating Space 1, 400 9,000 1, 750 


Other Office & Facility Space 845 3, 600 1, 885 
Hangar & Shop Facilities 13, 560 
Chicago Rentals 12, 600 3, 636 


Grand Rapids 243 546 
Kalamazoo 300 325 


South Bend 3,200 1, 160 


Four Station Rentals 16, 368 5, 667 


Source: Company Records 
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NORTH CENTRAL AIRLINES 


COST OF COLD WEATHER ENGINE WARM-UPS 
WINTER OF 1953-54 


Item 


Minutes per warm-up Summer 
Minutes per warm-up Winter 
Excess, W/S 


Warm-ups per day 
Added warm-up time, hours 


Warm-up fuel per hour, gallon 
Fuel and oil cost per gallon fuel 
Warm-up fuel costs per day 
Warm-up fuel costs per month 
Warm-up fuel costs per year 1/ 


Mechanics on duty at warm-up 
Added mechanic hours per day 
Labor rate 

Added mechanic cost per day 
Added mechanic cost per month 
Added mechanic cost per year 1/ 


Warm-up maintenance per hour 
Added cost per day 

Added cost per month 

Added cost per year 1/ 


Total added warm-up costs per month 
Total added warm-up costs per year 


Flight hours per month 2/ 
Added warm-up costs per flight hour 


1/ Full hours for December through March, one-half hours for November and 
April. 


2/ One-third of First Quarter, 1954 
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Page 4 of 10 
NORTH CENTRAL AIRLINES 
COST OF HERMAN NELSON HEATERS 
WINTER OF 1953-54 
Number or Cost in 
Item Amount $ 
Heaters Owned 8 
Cost per Heater $700. 00 . . 
Total Cost 5, 600. 00 
Depreciation rate 5 years 
Depreciation per year 1, 120.00 
Fuel per hour, gallon 4 
Fuel Cost per hour 84¢ 
Hours Operated per day 76 
Total Fuel Cost per day 63. 84 
Total Fuel Cost per month 1, 915.20 
Total Fuel Cost per year 1/ 9,576.00 
Man hours per set up A. 
Labor Rate $3. 90 
Cost per set up $3. 90 
Set ups per day 23 
Set up Costs per day 89. 70 
Set up Costs per month 2, 691.00 
Set up Costs per year 1/ 13, 455.00 
Heater Maintenance per month 2/ 468.00 
Heater Maintenance per year 2, 340.00 
Total Heater Costs per month 5, 298.20 
Total Heater Costs per year 26, 491.00 
Flight hours per month 3/ 2,424 
Heater costs per flight hour 2.19 


1/ Fullhours for December through March, one-half hours for November and April. 
2/ 50 hours at Chicago plus 70 hours at Minneapolis x 3. 90. 
3/ One-third of First Quarter, 1954. 
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NORTH CENTRAL AIRLINES 


COST OF OPERATING JANITROL HEATERS 
WINTER OF 1953-54 cic 


Number or 
Item Amount 


Janitrols operated 11 
Janitrol hours per day 176.5 


Fuel used per hour ps: 
Daily fuel consumed, gallon 265.00 


Fuel cost per gallon 2i¢ 

Cost of Fuel used per day 55.65 
Cost of Fuel used per month 1, 669.50 
Cost of Fuel used per year 1/ 10, 017.00 


Maintenance hours per unit per month 

Labor rate 

Maintenance cost per unit per month 29.25 
Maintenance cost per month 321.75 
Maintenance cost per year 1/ 1, 930.50 


Overhaul cost per unit per month 2/ 
Overhaul cost per month 341.00 
Overhaul cost per year 2, 046. 00 


Total Operating Costs per month 2, 332.25 
Total Operating Costs per year 1/ 13, 993. 50 


Flight hours per month 3/ 
Added cost per flight hour 0.96 


1/ Using a six month year. 


2/ 25 man hours plus $81.00 of parts and supplies per unit per year. 
3/ One-third of First Quarter, 1953. 





[2941] 
335 
[2941] 
Exhibit No. NOR-170 
Page 6 of 10 
NORTH CENTRAL AIRLINES 


COST OF PRE-FLIGHT AIRCRAFT DE-ICING 
WINTER OF 1953-54 


Number of Cost in 
Item Amount $ 

De-icing operations per day 11 

Man hours per operation 2 

Man hours per day 22 

Cost per man hour $3.90 

De-icing labor costs per day 85.80 
De-icing labor costs per month 2,574.00 
De-icing labor costs per year 1/ 12,870.00 
Material cost per operation $3.00 

Material cost per day 33. 00 
Material cost per month 990.00 
Material cost per year 1/ 4,950.00 
Total labor and material cost per month 3,564.00 
Total labor and material cost per year 17, 820.00 
Flight hours per month 2/ 2,424 

Added cost per flight hour 1.47 


1/ Full costs, December through March, one-half costs, November and April. 
2/ One-third of First Quarter, 1954 
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NORTH CENTRAL AIRLINES 


COST OF MAINTAINING DE-ICING AND ANTI-ICING EQUIPMENT 


WINTER OF 1953-54 


Number or 
Item Amount 
Inspection & Service - hours per day 9 
Inspection & Service - hours per month 270 
Operations 4 & 5 - hours per month 56 
Total Maintenance - hours per month 326 
Cost per man hour $3. 90 


Man hour costs per month 
Man hour costs per year 1/ 


Materials & Supplies per month 
Materials & Supplies per year 1/ 


Total Labor & Materials Cost per month 
Total Labor & Materials Cost per year 


Flight hours per month 2/ 2,424 
Added Cost per flight hour 


1/ Active Boot Maintenance at a seven month year. 
2/ One-third of First Quarter, 1954. 
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NORTH CENTRAL AIRLINES 


COST OF REMOTED STOCK ROOM 


BASED ON 1953 OPERATIONS 


Number or 
Item Amount 
Distance from Hangar to Stockroom 540 yds. 
Time for round trip, minutes 23 
Trips per hour 4.5 
Trips per day 108 
Man hours per day 41.4 
Labor rate per man hour $3.90 
Cost per day 
Cost per month 
Cost per year 
Hours flown in 1953 30, 535 


Cost per flight hour 
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Cost in 


1,271.40 
8, 899.80 


1, 073.00 
7,511.00 


2, 344.40 
16, 410.80 


0.97 
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Cost in 


161.46 
4, 843.80 
58, 125.60 


1.90 


v 
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NORTH CENTRAL AIRLINES 


SOME COSTS OF SPLIT HANGAR OPERATIONS 
BASED ON 1953 OPERATIONS 


Number or 
Item Amount 


Remoted Radio and Electrical Shop 
Distance from Hangar to Radio Shop, yds. 540 
Time for round trip, minutes 18 


Trips per day 24 
Man hours lost per day '2 


Labor rate $3.90 

Cost of lost time per day 28.08 
Cost of lost time per month 842.40 
Cost of lost time per year 10, 108. 80 


Transporting Built-up Engines 


Man hours lost per engine change 
Engine changes per month 
Man hours per month 


Labor rate 
Added cost per month 163. 80 
Added cost per year 1, 965. 60 


Transporting Cleaning Items 
Man hours lost per day 


Man hours lost per month 


Labor rate 
Cost of lost time per month 214.50 
Cost of lost time per year 2,574.00 


Total of above items per year 14, 648.40 
Hours flown in 1953 
Cost per flight hour 0.48 
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Exhibit No. NOR-170 
Page 10 of 10 


NORTH CENTRAL AIRLINES 


COST OF TAKING A DC-3 INTO OR OUT OF THE SOUTH HANGAR 
BASED ON 1953 OPERATIONS 


Number or Cost in 
Item Amount $ 
Man hours to: - 
Remove wing 24 
Change wheels 2 
Deflate struts and tires z 
Remove antennas and masts 2 
Position set-up 10 
Total 40 
Reverse of above items 40 
Added hours to attach wing 26 
Total hours 106 
Labor rate $3. 90 
Labor cost per operation 418.70 
Cost of hauling wing 50.00 
Total cost per operation 468. 70 
Operations per year 20 9, 374.00 
Hours flown in 1953 30, 535 


Added costs per flight hour 0.31 
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Cxaibit No. NOR-172 
SUMMARY OF ASSETS AND LIABILITIES’ Pagel of 3 


LAKE CENTRAL AIRLINES, INC. 
June 30, 1953 


ASSETS 


Demand deposits and for deposit 
Office cash funds -85 $ 18, 958.83 


ACCOUNTS RECEIVABLE 
United States Government accounts - Note B $375, 318. 
Traffic accounts 67, 175. 
Refundable state motor fuel taxes, advances to 
employees, and vendors debit balances 34, 958. 
$477, 452. 
Less allowance for doubtful accounts 6, 000. 471, 452.24 


INVENTORIES 
Repair materials and operating supplies 31, 348. 62 


PROPERTY AND EQUIPMENT - on the basis of cost 
Flight equipment - mortgaged $549, 582. 98 
Ground equipment and leasehold improvements 81,566. 61 
$631, 149.59 
Less allowances for depreciation, amortization, 
and aircraft overhaul 228,956.86 402,192.73 


OTHER ASSETS 
Prepaid expenses $ 27,426.58 
Sundry investments and deposits 2, 632. 26 
Route extension and development costs, 
less amortization 21,278.00 51,336.84 


TOTAL ASSETS $975, 289. 26 


LIABILITIES 


NOTES PAYABLE 
Mortgage notes to bank - secured by 
mortgages on seven Douglas DC-3 
aircraft $346, 400. 
To banks - insurance policies on air- 
craft pledged as collateral 10, 128. 
To Nationwide Airlines, Inc. 55, 000. 
To employee 6, 000. 417, 528.91 


Bank checks outstanding $ 58, 641. 
Overdrafts as reported by the banks 7, 613. 66, 254. 79 


ACCOUNTS PAYABLE AND ACCRUED 
EXPENSES 
Trade Accounts $319, 986. 
Salaries and wages’ 42,273. 
Pay roll taxes and amounts withheld 
‘from employees 41, 780. 
Other taxes . Ieeees 
Accrued interest 3,889.36 420, 162.30 


2 oes a a 
‘ ‘MTOTAL LIABILITIES _ 903, 946. 00 
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Exhibit No. NOR-172 
Page 2 of 3 


NOTES TO SUMMARY OF ASSETS AND LIABILITIES 
LAKE CENTRAL AIRLINES, INC. 
June 30, 1953 





ee eee 


Note A - The amounts of capital stock and surplus-deficit recorded in the books 
at June 30, 1953, and of the excess of assets over liabilities shown in the accompany- 
ing summary of assets and liabilities are reconciled as follows: 


Capital stock and surplus-deficit recorded in 
the books at June 30, 1953: 
Capital stock (83, 039 shares issued and 


outstanding) $ 83,039.00 
Capital surplus 134, 798. 88 
Earned surplus-deficit* . 354, 711.29* $-136, 873.41 


Add retroactive adjustments subsequently 
recorded in the books in connection with 
establishment of final mail transportation 
rates: 
Additional mail pay revenue for the period 
from November 12, 1949, to June 30, 1953 $187, 453. 93 
Adjustments of property accounts and 
route extension and development costs to 
basis agreed upon with the Civil 
Aeronautics Board 214, 267.25 


__ 26,813.32 __ 214, 267.25 
$ 77, 393.84 


Adjustments (increase-decrease*) resulting from 
examination of accounting records: 


Unentered accounts payable for expenses in- 


curred prior to June 30, 1953 $ 7, 765.40* 
Insurance claims charged off as uncollectable 3, 305. 14* 
Reduction in recorded amount of refundable 
state motor fuel taxes 3 1, 794. 02* , 
Accrued interest to June 30, 1953 on 
mortgage notes payable , 759. 58* 
Reduction in liability for accrued property 
taxes 7, 888. 80 
Sundry adjustments and corrections: 
Decreases 457. 78* 
Increases 142.54 6, 050.58* 


Note B - Accounts receivable from the United States Government include 
$187,453. 93 for a final retroactive mail transportation rate increase applicable to 
the Pee from November 12, 1949, to June 30, 1953, authorized by the Civil 

nautics Board on February 3, 1954. 
o rs Me, 
i HA 
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Note C - The Company is named defendant with other air lines in injunction 
suits pending in Allegheny County, Pennsylvania. No material liability is expected 
to result. 


Charges by the Company for charted transportation of military personnel 
are subject to adjustment upon final audit thereof by the United States Government. 
The amount of overcharges which may be claimed on the unaudited charges is not 
expected to be material. 


Source: Ernst and Ernst "Summary of Assets and 
Liabilities and Accountants’ Report", 
Lake Central Airlines, Inc. 
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ERNST & ERNST 
Illinois Building 
Indianapolis 4, Ind. 
Accountants-Auditors Offices in Principal Cities 
Management Services Associates in Foreign Countries 


October 17, 1955 


North Central Airlines, Inc., 
Minneapolis, Minnesota. 


We have examined the accounting records of Lake Central Airlines, Inc. 
as of June 30, 1953, to determine the amount by which that Company's assets ex- 
ceeded its liabilities at that date. Our examination was made in accordance with 
generally accepted auditing standards and, except as stated in the following para- 
graph, included such tests of the accounting records and such cther auditing pro- 
cedures as we considered necessary in the circumstances. 


We did not correspond with customers or otherwise communicate with 
debtors to obtain independent confirmation of accounts receivable balances; however, 
we satisfied ourselves as to the substantial correctness of such accounts receivable 
by other auditing procedures. Officers of the Company did not feel that in the circum- 
stances they should pass upon the reasonableness of the adjustments described in 
Note A, or should express to us their views as to the amounts shown in the accom- 
panying summary of assets and liabilities. 


In our opinion, subject to the comments in the preceding paragraph, the 
amount shown in the accompanying summary as to the excess of assets over liabilities 
of Lake Central Airlines, Inc. at June 30, 1953, has been fairly stated. 


/s/ Ernst & Ernst 
Certified Public Accountants. 
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Age of Undisputed Accounts Payable 
North Central and Lake Central Airlines 


North Lake 
Central Central 
As Of As Of 
6/30/55 7/31/55 


90 days and older 0 $ 91,507 
60 to 90 days 0 42, 853 
30 to 60 days 0 49, 902 
Current $149, 366 71, 529 


Total $149, 366 $255, 791 


Source: Company Records 
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Segment Load Factors 
North Central Airlines 
June, 1955 


Number Average Daily 
of Passengers Segment Passengers 
Daily Per Load Per 


Flights Flight Factor Segment 


Chicago-Milwaukee 46 : 71 693. 
Milwaukee-Madison 10 ‘ 62. 130. 
Chicago-Janesville 6 : 84. 106. 
Janesville-Madison : 6 . 56. 70. 
Chicago-South Bend : 73. 123. 
South Bend-Kalamazoo 63. 106. 
Kalamazoo-Battle Creek 60. 101. 
Battle Creek-Jackson 51. 87. 
Jackson-Detroit 57. 96. 
Chicago-Oshkosh 80. 33. 
Milwaukee-Oshkosh 63. 133. 
Oshkosh-Green Bay 44. Til. 
Milwaukee-Manitowoc 70. 
Manitowoc-Green Bay 
Milwaukee-Green Bay 
Detroit-Lansing 
Lansing-Grand Rapids 
Grand Rapids-Green Bay 
Green Bay-Marinette 
Marinette-Escanaba 

Green Bay-Iron Mountain 
Iron Mountain-Marquette 
Ma¥quette-Hancock 

Green Bay-Clintonville 
Clintonville-Stevens Point . 
Green Bay-Stevens Point 
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Number Average Daily 
of Passengers Segment Passengers 
Daily Per Load Per 

Flights Flight Factor Segment 

Clintonville-Wausau 1 11.10 52.86 iL. J 
Wausau-Rhinelander 2 10.00 47.62 20.0 
Green Bay-Rhinelander 2 14.40 68.57 28.8 
Milwaukee-Rhinelander 2 15 34.05 14.3 
Madison-Stevens Point 2 23.25 63. 10 26.5 
Stevens Point-Wausau 7 11.67 55. 57 Sis 7 
Wausau-Eau Claire 4 10.59 50.24 42.2 
Eau Claire-Minneapolis 6 7.48 35. 62 44.9 
Wausau-Minneapolis 2 4.85 23.10 a. 7 
Madison-La Crosse 6 7.97 37.95 47.8 
La Crosse-Winona ae 6.42 30.57 Zoe 1 
Winona-Eau Claire 2 5.00 23.81 10.0 
Winona-Minneapolis 2 7.97 37.86 15.9 
Rhinelander-Land O'Lakes 4 4.62 22.00 13.5 
Land O' Lakes-Ironwood 2 6.85 32. 62 ig. 7 
Rhinelander-Ironwood 2 9. 30 44.29 18.6 
Ironwood-Duluth 4 6. 60 31.43 26.4 
Minneapolis-Duluth 12 13.42 63.90 161.0 
Duluth-Hibbing 4 12.00 57.14 48.0 
Hibbing-International Falls 4 7.65 36.43 30.6 
Minneapolis-Brainerd a 10.87 51.86 43.5 
Brainerd-Bemidji 4 1.22 34. 38 28.9 
Bemidji-Thief River Falls 4 3.80 18.10 15.2 
Thief River Falls-Grand Forks 4 Beae 14, 19 9.4 


Source: North Central's Records 
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Segment Load Factors 
Lake Central Airlines 
June, 1955 
Number Average Daily 
of Passengers Segment Passengers 
Daily Per Load Per 
Flights Flight Factor _ Segment 
By Segments 
Chicago-Gary = 13.01 61. 94 52. 04 
Gary- Lafayette + 13. 04 62.14 52.16 
Lafayette-Kokomo 4 6.09 29. 02 24. 36 
Chicago-Danville 4 11. 74 55.90 46. 96 
Danville-Terre Haute 4 8.67 41.29 34. 68 
Terre Haute-Bloomington 4 4.46 21.21 17. 84 
Bloomington-Indianapolis t 2.56 12.48 10.24 
Grand Rapids-Kalamazoo 6 5.57 26.51 33. 42 
Kalamazoo-South Bend 6 7.68 36.57 46.08 
South Bend-Kokomd. 6 13.03 62.05 78.18 
Kokomo- Indianapolis 6 13.42 63.90 80.52 
Indianapolis-Richmond 4 7.82 Siva 31.28 
Richmond-Cincinnati 4 5.47 26.06 21.88 
Richmond-Dayton 4 8.41 40.04 32. 64 
Dayton-Columbus 4 ath rt 4 ey 6.8 32.44 Bt. G2 


32 a 4% € 7 ay 
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Number Average Daily 
of Passengers Segment Passengers 
Daily Per Load Per 


Flights Flight Factor Segment 


17 15.09 12.68 
84 18.28 15. 36 
99 33. 28 41.94 
09 29.00 60. 90 
57 45.57 57.42 
«29 34. 69 29.16 
. 62 41.06 34.48 
oot 39. 74 33.48 

. 32. 69 27.44 
6.54 31. 30 26.16 


Kokomo- Lima 

Lima-Marion 
Columbus-Marion 
Marion-Mansfield 
Mansfield-Cleveland 
Mansfield-New Philadelphia 
New Philadelphia-Pittsburgh 
Columbus-Zanesville 
Zanesville-New Philadelphia 
New Philadelphia-Youngstown 


_ 
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Source: Lake Central's Records 
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Itemization of Notes Payable 
LAKE CENTRAL AIRLINES, INC. 
As of July 31, 1955 


ORIGINAL MATU- BALANCE 
DATE AMT. OF RITY TERMS OF COLLAT- DUE 
PAYEE MADE NOTE DATE PAYMENT ERAL 7/31/55 ° 


Shell Oil Co. 12/1/54 $3,948.00 12/1/57 Monthly payments Storage tank $3, 180. 38 
of $109. 66-no and pumping 
interest. equipment. 


American 2/14/55 9,469.20 10/1/55 Monthly payments Prepaid pre- 3,550.95 
National Bank of $1, 183.65 plus mium on air- 

interest at 3% craft hull 

per annum. insurance. 


American 3/21/55 1,141.92 12/10/55 Monthly payments Prepaid 

National Bank of $142. 74 plus premium 
interest at 3% on insur- 
per annum. ance. 


Mercantile 7/15/55 30,000.00 1/15/56 Monthly payments None. 30, 000. 00 
National Bank of $5, 000. 00 plus 
at Dallas interest at 5% 

per annum. 


Chase Man- 7/28/55 26,800.00 8/15/55 4-1/2% interest Airtravel 26,800.00 
hattan Bank discounted. Prin- plan 

cipal amount due receivable. 

on maturity date. 


Indiana 6/9/55 350, 000.00 10/10/57 Average Monthly 8 DC-3 336, 000. 00 
National Bank payment of $12,500 Aircraft. 

plus interest at 4- 

1/2% per annum. 


TOTAL NOTES PAYABLE: $400, 102.29 
Less; Long term portion of above notes: 
Shell Oil Company $ 1,864.46 
Indiana National Bank 188, 000. 00 189, 864.46 
Current Notes Payable ie 8 fan m $210, 237,83 
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O & D Passengers Carried On Thru Flights 
Between Route 7 Cities And Other Points On NOR's System 
14 Day Period, September 20th - October 3rd, 1955 


Battle South 
Other NOR Cities Creek Jackson Kalamazoo Bend Total 

Green Bay - ~ 2 12 14 
Manitowoc 1 - - - 1 
Milwaukee 2g + 13 29 55 
Oshkosh 1 ~ 2 “a 10 
Stevens Point 1 - = 7 8 
Wausau - - 2 4 6 

Total 12 oa 19 59 94 


Source: Special Check by Route 7 Station Managers. 
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Summary of Passengers and RPM's 
Over Lake Central's Routes If Operated By NOR 


Number Amount 
Lake Central Traffic in 2nd Quarter, 1955 
Number of Passengers 29, 712 
Number of RPM's 4, 369, 000 
Average Length of Journey 147 
Forecast Passengers (Qtr. ) 62, 297 
RPM's at 147 Mi. Per Pass. 9, 157, 659 
Revenue at 6.27¢ Yield $ 574,185 
Passengers Per Year 249, 188 
RPM's Per Year 36, 630, 636 


Revenue Per Year $2, 296, 740 
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Page 1 of 7 
COPY OF AFFIDAVIT OF GWIN HICKS 
AFFIDAVIT 
DISTRICT OF COLUMBIA: SS 
GWIN HICKS, being first duly sworn on oath, deposes and says: 
1. That he is the Special Assistant to the President of Lake 
Central Airlines, Inc., of Indianapolis, Indiana, and as such has an in- 
timate knowledge of the operations records, schedules, revenues and 
traffic of the said airline. 
2. That he has been active in local service airline operations 
for over 10 years in executive and managerial capacities. 
3. That Lake Central Airlines (hereinafter referred to as Lake 
Central) now operates an airline system consisting of the segments, and 
serving the points, shown on the map attached to this Affidavit and ex- 
pressly made a part hereof. That Lake Central provides passengers 
and other traffic originating or terminating at South Bend, Indiana ani 
Kalamazoo, Michigan with (a) direct service between such cities and 
between such cities and other cities on the Lake Central system; (b) trans- 
portation to and from Grand Rapids, Michigan for connection with the 
schedules of Capital Airlines,Inc. and North Central Airlines, Inc. (the 
latter referred to hereinafter as North Central); (c) transportation to and 
from Indianapolis for connections with the schedules of American Air- 
lines, Eastern Air Lines, Trans World Airlines and Delta Air Lines; 
(d) transportation to and from Cincinnati for connections with the sche- 
dules of American Airlines, Trans World Airlines, Delta Air Lines, and 
Piedmont Airlines; (e) transportation to and from Dayton, Ohio for con- 
nections with the schedules of American Airlines and Trans World Air- 
lines; and (f) transportation to and from Columbus, Ohio for connections 
with the schedules of American Airlines, Trans World Airlines, Eastern 
Air Lines and Piedmont Airlines. Lake Central also provides passengers 


destined to or originating at Kalamazoo 
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with connections at South Bend with the schedules of Trans World Air- 
lines, United Air Lines, and American Airlines. Under the decision of 
the Civil Aeronautics Board served February 28, 1955, American Air- 
lines’ service to South Bend, consisting of one daily round trip, will be 
suspended and that of North Central substituted. North Central has filed 
schedules indicating an initial service frequency of three daily round 
trips, and has through the statements of its officials indicated an inten- 
tion to add additional frequencies. American Airlines is certificated to 
serve Kalamazoo but has never done so. North Central proposes the 
same schedule frequency at Kalamazoo asat South Bend. 

4. That he has made an estimate of the traffic revenues which 
will be diverted from Lake Central if North Central is allowed to operate 
a service between Chicago, Illinois and Detroit, Michigan via South Bend, 
Kalamazoo, Battle Creek and Jackson, Michigan. That such diversion 
will result (a) from the duplication of Lake Central's service between 
South Bend and Kalamazoo; (b) from the schedule frequencies North 
Central will provide at such points on flights operated between Chicago 
and Detroit and from diversion of connecting passengers which Lake 
Central now transports to and from the gateway trunkline cities named 
in Paragraph 3, supra; and(c) from the diversion of supporting passen- 
gers from schedules now operated by Lake Central between Grand Rapids, 
Kalamazoo, South Bend, Kokomo, Indianapolis, Richmond and Cincinnati, 
which will in turn necessitate a reduction in the frequency of such sche- 
dules and the consequent loss of revenue. That Lake Central will like- 
wise suffer a loss of prospective revenue by virtue of the fact that it will 
not be able to add a third daily round trip between Indianapolis and Grand 
Rapids via Kokomo, South Bend and Kalamazoo, as planned, because of 
the diversion of supporting traffic from such segment, and will lose the 


revenue which such third round trip would generate. 
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2 5. That on the basis of a careful count of each passenger car- 


ried by Lake Central either all of his journey, or for a portion of his 
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journey for connection with another carrier at a gateway point, during 
the period March 1-14, 1954 when the Civil Aeronautics Board conducted 
its last published survey of passenger origin and destination, he has deter- 
mined the amount of passenger revenue Lake Central would have lost for 
such two-week survey period had North Central been operating three 
round-trip schedules between Chicago and Detroit via South Bend and 
Kalamazoo. That the revenue figure thus obtained, when expanded to 
an annual basis, amounts to $70, 234.47. That there must be added to 
this figure the revenues Lake Central would lose because of the simul- 
taneous diversion of express and excess baggage loads and that these 
revenue losses would be $5, 198. 02 and $309. 07 annually, resulting ina 
total loss of $75, 741.56 annually in commercial revenues on the basis 
of traffic carried in March 1954. The figure of $75, 741.56 is more than 
ten percent of Lake Central's total revenues of $733, 239.05 received 
from these three sources in 1954. The Civil Aeronautics Board has 
never heretofore certificated a carrier, either trunkline or local ser- 
vice, where the percentage of resulting diversion of revenues from an 
affected carrier was as high as ten percent. That the figure of $75, 741.56 
is more than double Lake Central's 1954 profit of $34, 115. 44. 

6. That diversionfrom Lake Central when measured by the 
March 1954 survey understates the actual diversion of revenues Lake 
Central would suffer as of today because of the certification of North 
Central between Chicago and Detroit via South Bend and Kalamazoo. That 
Lake Central experienced a 37.6 percent increase in revenue passengers 
on its system between the 12 months ended December 31,1953 and the 12 
months ended December 31, 1954, and its present experience shows a 
continuation of growth at this rate. That in order to obtain an accurate 
picture of the revenue diversion which Lake Central would suffer at the 
present 
Exhibit No. NOR-180 
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must be increased by the growth factor of 37.6 percent. That, as 
thus increased, the resulting diversion of revenues would amount to 
$104, 220. 39 annually, or more than 14 percent of Lake Central's re- 
venues received in 1954 from passengers, express and baggage. That 
the figure of $104, 220. 39 is more than three times Lake Central's 1954 
profit of $34, 115. 44. 

7. That the loss of passengers now carried by Lake Central, 
as a result of the operations of North Central, will deprive Lake Central's 
existing schedules operated over the segment between Grand Rapids and 
Cincinnati via Kalamazoo; South Bend, Kokomo/Logansport/Peru/ 
Marion, Indianapolis and Richmond of traffic support and will likely force 
Lake Central to reduce the frequency of its service over all or a portion 
of such segment from two daily round trips to one. That the tabulation 
below shows, in the second column, the average daily passengers car- 
ried by Lake Central between the intermediate points on this segment in 
March 1954, and that the third column shows the average daily passen- 
gers moving between the same pairs of points in March 1954 which, 
according to Affiant's analysis of the Board's March 1-14, 1954 Survey, 
are subject to diversion by the proposed North Central operation: 


(1) (2) (3) 
Pairs of Actual 3/54 Average Daily Passengers 
Points Daily Passengers Subject to Diversion 
Grand Rapids-Kalamazoo 17. 66 2. 09 
Kalamazoo-South Bend 24. 21 12. 62 
South Bend-Kokomo 39. 63 22.00 
Kokomo-Indianapolis 42.88 20.13 
Indianapolis-Richmond _— 12. 66 6. 56 
Richmond-Cincinnati 13.12 6.56 
[2979] Exhibit No. NOR-180 
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That the foregoing tabulation establishes the likelihood that the present 


schedule frequency must be reduced because of the diversion from Lake 


Central's schedules of supporting or "back-log" traffic. In March 1954, 
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alone, Lake Central generated 311,042 revenue passenger miles over 
this segment which yielded it passenger revenues (at the rate of 6.21 
cents a passenger-mile) of $19, 315.71. That it is common airline ex- 
perience that a reduction of schedule frequency from two daily round 
trips to one is accompanied by the loss of from one-half to one-third of 
the traffic previously carried. That in 1953, as an example, American 
Airlines while operating one round-trip daily between Chicago and Detroit 
enplaned 12, 186 and deplaned 8, 519 passengers at the three intermediate 
points, or a total of 20, 705 passengers; that North Central has predicted 
that, with three round trips daily over the same segment, serving one 
additional intermediate station, it will generate 33, 524 outgoing passen- 
gers at the intermediate points and deplane a similar number, for a 
total of 67, 048 passengers; that the ratio between American's experience 
with one flight and North Central's prediction for three flights is better 
than 1 to 3. That assuming the loss of only one-third of the existing traf- 
fic from Lake Central's existing service over the Grand Rapids - 
Indianapolis - Cincinnati segment because of the reduction in schedule 
frequency from two to one, the annual loss to LakeCentral calculated on 
the very conservative basis of March 1954 passenger traffic experience 
would amount to at least $70, 000; that this loss is in addition to that which 
would result from the direct diversion of traffic (see Paragraphs 5 and 6, 
supra.) 

8. That Lake Central proposed, on or about June 1, 1955, to 
add a third daily round trip between Indianapolis and Grand Rapids via 
Kokomo, South Bend and Kalamazoo; that this additional frequency is 
justified by the traffic loads experienced over such segment prior to the 


inauguration of North Central's service; that 


Exhibit No. NOR-180 
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on the assumption that such third round-trip schedule would increase 


passenger traffic by one-half, and using Lake Central's experience of 
263, 631 passenger miles generated on this segment in January 1955, «the 
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increase in passenger traffic to be expected from such additional schedule 
would be 131, 815 passenger miles; that at an average income of 6. 21 
cents per revenue passenger mile, this would amount to $8, 185 addi- 
tional passenger revenue per month, or $98, 200 per year on the basis 
of January 1955 experience; and that January 1955 is a seasonally low 
month on Lake Central's system, indicating that the foregoing estimate 
is ccnservative. That by virtue of the facts demonstrated above, Lake 
Central would suffer a loss of prospective revenue because of its in- 
ability to inaugurate a third daily round trip between Grand Rapids and 
Indianapolis, as a result of the diversionary impact of North Central's 
service. 

9. That the total loss of traffic revenues now enjoyed by Lake 
Central, as a result of the operations of North Central, would amount to 
$174, 220.39 annually, which is more than 23 percent of Lake Central's 
1954 revenues from passengers, express and baggage; and more than 
five times Lake Central's 1954 profit of $34,115.44; and that, in addition, 
the operation by North Central would cause Lake Central to fail to re- 
ceive a minimum of $98, 000 annually in additional passenger revenues 
as a reSult of its inability to add a third daily round trip between 
Indianapolis and Grand Rapids. 

Further Affiant sayeth not. 

/s/ Gwin Hicks 


[JURAT dated April 21, 1955. ] 


(SEAL) ) /s/ Richard Huhn 
Notary Public, D.C. 


Exhibit No. NOR-180 
[2981 ] Page 7 of 7 
Counsel calls the Court's attention to an error in the date in 


line 1, paragraph 8 which should read April 24, 1955 instead of June 1, 
1955. Affiant has been contacted and authorized this statement. 
/s/ Albert F. Grisard 
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EXCERPT FROM 
SPECIAL BOARD OF DIRECTORS MEETING 
HELD ON JANUARY 28, 1955 


Present: R. B. Stewart J. Dwight Peterson 
Cecil A. Berry William Krieg 


Dr. Stewart acted as Chairman of the meeting. 
x* x * oe * 

"RESOLVED, that if there is an ultimate determination that 
North Central Airlines, Inc. does not have the right to buy the shares 
of stock or voting trust certificates representing the shares of stock 
in Lake Central Airlines, Inc. owned by Roscoe Weesner, William 
Weesner and R. Paul Weesner, that Lake Central Airlines, Inc. as 
requested by Messrs. Clifford and Hartman and other employees of 
Lake Central Airlines, Inc. who own not less than 95 percent of the 
stock of the company or voting trust certificates representing such 
stock pay Leon Sprague $13, 400 and Charles Murphy $6, 575 attorneys’ 
fees. 

"RESOLVED FURTHER that the President or Executive Vice 
President and the Secretary are authorized to enter into the contract 
on behalf of Lake Central with Messrs. Sprague and Murphy which will 


carry out the commitment in the foregoing resolution. *****" 
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COPY NOR-188 
Page 1 
Law Offices 
A. L. WHEELER 
Sheraton Building 
Washington 5, D. C. 


September 28, 1955 


Mr. Lloyd Hartman, Executive 
Vice President 

Lake Central Airlines, Inc. 

Weir Cook Airport 

Indianapolis, Indiana 


Dear Mr. Hartman: i 


In accordance with our understanding between North Central 


re Y 8 ~ . my. 
«y . £ se 
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Airlines and Lake Central Airlines, Mr. James G. Ray, Mr. Frank 
Buttomer, Mr. Rick Bendio and Mr. Al Niemeyer and such other 
representatives as the above shall designate, are authorized by North 
Central Airlines to present this letter to you and to inspect, review and 
analyze your operations and books, records, contracts and any other 
data. 

Attached hereto and made a part hereof is a copy of a tele- 
gram from R. B. Stewart, Chairman of the Board of Lake Central Air- 
lines authorizing the above on behalf of Lake Central Airlines. 

Very truly yours, 
NORTH CENTRAL AIRLINES, INC. 


By /s/ A. L. Wheeler 
General Counsel 


Attachment 
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MR. JAMES G. RAY, SR. 
1507 M STREET, N. W. 
WASHINGTON, D.C. 


RE YOUR TELEPHONE CALL TO ME ON SEPTEMBER 1, 1955 WHEN 
YOU ARRIVE LAKE CENTRAL AIRLINES INDIANAPOLIS OFFICE CON- 
TACT LLOYD HARTMAN, EXECUTIVE VICE PRESIDENT. UPON YOUR 
PRESENTATION TO HIM OF WRITTEN AUTHORITY FROM NORTH 
CENTRAL DESIGNATING YOU AS NORTH CENTRAL'S AGENT, YOU 
WILL RECEIVE FULL COOPERATION OF LAKE CENTRAL AND BE 
PROVIDED ALL BOOKS, RECORDS, CONTRACTS AND ANY OTHER 
DATA AND INFORMATION YOU REQUEST IN WRITING. 


R. B. STEWART 
BOARD CHAIRMAN 
LAKE CENTRAL AIRLINES 
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Law Offices 
A. L. WHEELER 
Sheraton Building 
Washington 5, D. C. 


October 26, 1955 


Mr. Gwin Hicks, President 
Lake Central Airlines, Inc. 
Weir Cook Airport 
Indianapolis, Indiana 


Dear Gwin: 

I have requested permission to have the officers of North 
Central Airlines observe the details of your operations and visit your 
headquarters. Mr. Frank N. Buttomer, Vice President - Traffic, Mr. 
Rick Bendio, Vice President - Maintenance, and Mr. Alvin Niemeyer, 
Vice President - Operations, made a special trip down to Indianapolis 
on September 29th for this purpose. They were denied admission to 
your offices, although you permitted our consultant, Mr. James G. 
Ray, Sr. with a company escort to observe your operations. For the 
fifth time, I make a further request that these officers be permitted to 
inspect your operations promptly so that we can adequately prepare the 
acquisition case with the advantage of first hand observations. Please 
advise me promptly of your decision. 


Very truly yours, 


/s/ A. L. WHEELER 
Counsel for 
North Central Airlines, Inc. 


CC: Albert Grisard, Esq. 
Examiner Paul N. Pfeiffer 
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Weir Cook Airport, Indianapolis 44, Indiana 
LAKE CENTRAL AIRLINES 
November 7, 1955 


A. L. Wheeler, Esq. 
Wheeler & Scoutt 
Sheraton Building 
Washington 5, D. C. 


Dear Mr. Wheeler: 


We have your letter of October 26,1955, in which you request 


permission for a number of officers of North Central Airlines, Inc., to 
visit the headquarters of Lake Central Airlines, Inc., for the purpose 
of observing our operations. 

Our Board of Directors has concluded that such a visit would 
have an adverse effect upon our employee relationships. 

If there is any specific information you desire, we will be glad 
to provide it. 

Very truly yours, 
-~LAKE CENTRAL AIRLINES, INC. 


/s/ Gwin Hicks 
President 


GH:mcm 
The World's Only Employee-Owned Airline 
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Law Offices 
A. L. WHEELER 
Sheraton Building 
Washington 5, D. C. 


October 26, 1955 


Mr. Gwin Hicks, President 
Lake Central Airlines, Inc. 
Weir Cook Airport 
Indianapolis, Indiana 


Dear Gwin: 

I have requested permission to have the officers of North 
Central Airlines observe the details of your operations and visit your 
headquarters. Mr. Frank N. Buttomer, Vice President - Traffic, Mr. 
Rick Bendio, Vice President - Maintenance, and Mr. Alvin Niemeyer, 
Vice President - Operations, made a special trip down to Indianapolis 
on September 29th for this purpose. They were denied admission to 
your offices, although you permitted our consultant, Mr. James G. 
Ray, Sr. with a company escort to observe your operations. For the 
fifth time, I make a further request that these officers be permitted to 
inspect your operations promptly so that we can adequately prepare the 
acquisition case with the advantage of first hand observations. Please 
advise me promptly of your decision. 

Very truly yours, 


/s/ A. L. WHEELER 
Counsel for 
North Central Airlines, Inc. 


CC: Albert Grisard, Esq. 
Examiner Paul N. Pfeiffer 
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[3003] NOR-194 
SALARIES OF LAKE CENTRAL OFFICERS 
COMPARED FOR 1954 AND 1955 


As Of 
Year Aug. 31 INCREASE 
Title 1954 1955 Amount __— Percent 
President $ 5, 000 $15, 000 $10, 000 200. 0 
Vice President - 
Operations 11, 549 12, 000 451 3.9 
Vice President and 
Treasurer 10, 169 12, 000 1,831 18.0 
Vice President -Traffic 8, 450 9, 000 550 6.5 
Assistant Treasurer 7,110 7, 800 690 9.7 
TOTAL $42, 278 $55, 800 $13, 522 32.0 
SOURCE: Company Records 
[3009 ] NOR-198 
ANALYTICAL REPORT [RATING 
DUN & BRADSTREET, INC. CHANGE] 
4512 
North Central Airlines Inc (A) CD 77 March 7 1955 N 


Scheduled Air Carriers Minneapolis Minn. 
Hennepin County 
6201 34th Ave So 
(Wold-Chamberlain 
Field) 
Offices: (Formerly) 3300 
University Ave SE 


Arthur E. A. Mueller - Chr. of the Board Hal N. Carr - Pres. 
Frank N. Buttomer - Vice Pres. Arthur E. Schwandt - Vice Pres. 
Bernard Sweet - Sec. & Treas. 


BOARD OF DIRECTORS: Hal N.Carr, Werner L. Christensen, Garnet F. 
DeCoursin, Robert Grover, Arthur E.A. Mueller, Asher L. Wheeler, 
and Kenneth B. Willett. | 


RATING: -- toAl sai! 
STARTED: 1944 (present control 1947) PAYMENTS: Now Prompt & 
TANGIBLE NET WORTH: $699, 719 Discounting 


OPERATING REVENUES: $5, 824, 042 
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SUMMARY 
Losses were sustained for 1952 and 1953 principally due to a temporary 
Mail Rate not sufficient to meet the company's break even need. With 
the establishment of a permanent mail rate in 1954, together with in- 
creases in Scheduled flights, and increases in the volume of passenger 
traffic, air express, and mail, operations were returned to a profit- 
able basis in 1954 for which year a substantial net profit was realized 
after all depreciation and other charges. Moreover with some long 
term financing in 1954, the net working capital situation has been ma- 
terially strengthened and currently it is stated all obligations are 
being met well within terms. Profitable operations continue throughout 
1955 to date. 


HISTORY: 
STARTED: Business was founded in 1944 at Madison, Wisconsin, 


under the name, Wisconsin Central Airlines and in June, 1944, filed an 
application with the Civil Aeronautics Board (CAB) for a certificate of 
Public Convenience and Necessity to operate a scheduled airline service 
in Wisconsin, upper Michigan, Minnesota, and northern Illinois. On 
December 19, 1946, the company was selected by the CAB from a large 
number of applicants to serve this area and was awarded a three year 
temporary certificate of Public Convenience and Necessity dated October 
3, 1947. The CAB, on the company's application, renewed the certificate 
for a period of five years expiring September 30,1955, the company in- 
tending to file a timely application for renewal of this certificate prior to 
its expiration. This company is one of a total number of 13 local service 
carriers operating in the United States and it should be explained that 
all local service carriers operate under such temporary certificates. 
Pending in Washington, D.C. is legislation to change the ruling so that 
local service carriers may be granted permanent certificates. 


Headquarters formerly at Madison, Wisconsin, were moved to Minneapolis 
November 1, 1952 and as of December 16, 1953, through charter amend- 


ment, name was changed to North Central Airlines, Inc. 
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Controlling capital stock interest was originally held by Four Wheel 
Drive Co., Clintonville, Wisconsin, but following a ruling by the Civil 
Aeronautics Board December 31, 1946, that a segregation must be made 
within six months eliminating the interest of Four Wheel Drive Co., 
present principals acquired control although capital stock is now quite 
widely held. 


HISTORY: (Cont'd) [3010 | NORTH CENTRAL AIRLINES, 
INCORPORATED: Wisconsin laws, 1944. INC., Page 2(A) 


Authorized Capital Stock: 750, 000 shares of $1 par value common 
stock. 


Outstanding Capital Stock: 300, 000 shares at December 31, 1954. 


Ownership & Management: Approximately 39% of the outstanding com- 
mon stock is owned of record by Arthur E. A. Mueller and members of 
his family. No other stockholder owns of record more than 4% of the 
outstanding common Stock. 


Arthur E.A. Mueller, a director since 1948, was elected Chairman of 
the Board in May, 1952, and president October, 1952, but effective 
January 1,1953, resigned the latter position. Is Chairman of the Board 
of Love Bros., Inc. (foundry) Aurora, Illinois; vice president Interstate 
Bank, Schofield, Wisconsin; president of Midwestern Foundries, Inc. , 
Garrett, Indiana; and president of Sterling Casting Corporation, Bluffton, 
Indiana. Resides at Wausau, Wisconsin. 

Hal N. Carr, born 1922 and married, is a graduate of Texas A & M 
University and in World War I was a pilot in the Air Force. Has been a 
Board Member since 1952. Is a licensed pilot. Is active in McKinsey & 
Co., Washington, D.C. , management consultants, and is a director of 
Amer Products Co. 

Frank N, Buttomer, born 1905 and married, was employed in traffic 
departments and for eight years was with Mid-Continent Airlines, Kansas 
City, Mo. December, 1950 came with this company as general traffic 
manager and in 1951 elected vice president in charge of traffic and sales. 
Arthur E.Schwandt, born 1910 and married, formerly employed by Four 


Wheel Drive Co. Many years experience with subject and has charge of 
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industrial relations. 

Barnard Sweet was born in 1923 and is married. Has been associated 
with the company Since 1948 as accountant. Elected assistant treasurer 
in 1950 and secretary and treasurer April 7, 1954. 

Werner Christensen, aged 39, was elected a director in May,1952. Is 
also a director of Love Bros., Inc., Aurora, Illinois; Midwestern Foun- 
dries, Inc., Garrett, Indiana, and Sterling Castings Corporation, Buffton, 
Indiana. From 1942-1952 was an accountant with Witfu§ Ullrich & Co., 
Wausau, Wisconsin, where he resides. Garnet F. DeCoursin, aged 39, is 
an industrial engineer and since 1936 and since 1936 with Four Wheel 
Drive Co. of which he has been sales manager since 1952. Resides at 
Clintonville, Wisconsin. Robert Grover, aged 49, resides at Aurora, 
Iilinois, where he is president of Love Bros.,Inc. Is also vice president 
of Sterling Casting Co., Buffton, Indiana and vice president of Three 
Rivers Casting Corporation. Is also an executive of Pyott Foundry & 
Machine Co. of Chicago. Asher L. Wheeler, aged 34, has been a direc- 
tor since 1952 and is an attorney by profession. Since 1947 has had his 
own practice. Resides at Washington, D.C. Kenneth B. Willett, aged 52, 
resides at Stevens Point, Wisconsin, where he is vice president of Hard- 
ware Mutuals with which concern he has been identified since 1928. 


OPERATION-LOCATION: 


Nature of Operations: Operates a local service airline providing 
scheduled service for passengers,mail and cargo in Wisconsin, upper 
and lower Michigan, Minnesota, 


OF eeont a) LOCATION [3011] Page 3(A) 

orth Dakota and in Illinois from Chicago northward. The term “local 
service airline is used to identify short haul lines as distinguished from 

long haul or trunk lines. There are some 13 certificated local service 

airlines operating in the United States. This company has attained a high 
position among these carriers in volume of passengers, mail and express 
carried. In the last three years it has ranked first in tons miles of ex- \ 
press carried and second in number of revenue passengers and ton miles 

of mail carried. During February, 1955, the CAB awarded the subject the 


= 
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local service route between Chicago and Detroit. Intermediate cities on 
this segment are South Bend, Indiana, Kalamazoo, Battle Creek, Jackson 
and Ann Arbor, Michigan, with Ann Arbor to be served through Willow 
Run Airport, Detroit. The company hopes to start service on the latter 
mentioned newly awarded route May 1, 1959. 
Routes: The company presently serves the following and intermediate 
points: Minneapolis to International Falls; Minneapolis to Chicago via 
Winona, LaCrosse and Madison; Minneapolis to Green Bay; Green Bay 
to Chicago; Green Bay to upper peninsula of Michigan; Green Bay to 
Detroit; and (to begin May lst) Chicago to Detroit. 
Insurance: The company has had an excellent safety record. Since 
starting scheduled operations in February, 1948, over 100, 000, 000 pas- 
senger miles have been flown without passenger or crew fatality, or any 
serious personal injury. No major damage has been sustained by any of 
its aircraft. 
Hull Insurance covering damage to its aircraft, both while on the ground 
and in flight, passenger, public liability, property damage, fire and other 
forms of insurance are carried by the company in amounts deemed ade- 
quate by its management. As to liability insurance, it carries $100, 000 
per person and $1, 000, 000 each occurance for persons or objects struck; 
in addition carries passenger liability of $50, 000 per person; $1, 050, 000 
per occurance; and in addition excess coverage for $1, 500, 000 floater 
policy covering any of the above. 
Aircraft: The company presently owns a fleet of eighteen DC-3 aircraft 
which it considers adequate to serve the routes presently certificated. 
One of the aircraft has a 24 passenger capacity and the remainder are of 
21 passengers capacity each. 
The Civil Aeronautics Administration (CAA) prescribes various safety 
rules, including the number of hours which airframes, engines and other 
important units can be operated before being overhauled. While DC-3's 


are no longer being made, the manufacturer continues production of spare 


and replacement parts. The company owns and maintains substantially all 
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of the ground servicing facilities used in its operations. Major overhauls 
are performed by the company or others as and when necessary. The 
company uses no leased aircraft. 

Terms of Sales: Mail 30 days, air expenses cash; passenger tickets 30 
days Air Travel Plan - 25%; cash - 75%. 

Other Facilities: Company owns no real estate. Approximately 27, 500 
square feet of hangar floor space and 17, 000 square feet of space for 
offices, shop, and other facilities are occupied under lease at Wold 
Chamberlain Field, Minneapolis. Administrative offices and primary 
maintenance base are located at Wold Chamberlain 


suena hs lei [3012 | Page 4 (A) 
Minneapolis and a secondary maintenance base is situated at Midway Air- 
port, Chicago. Use of landing fields is secured through lease or other 
arrangement at the various airports. Ticket offices are maintained at 

all airports served by the company. 

The company owns and operates some 23 radio beacons and system wide 
VHF radio network. Through travel tickets are sold to passengers to all 
points by arrangement with other airline companies. In all, employs 
approximately 650 persons. 

Seasons: Peak-seasons are generally during the late spring, summer and 
fall months. 


[3013] 
COMPARATIVE FINANCIAL STATEMENTS 


Dec. 31, 1952 Dec. 31,1953 Dec. 31, 1954 


Cash $ 62,908 $ 74,544  $ 258,870 
Accounts Receivable 454, 509 775, 782 744, 458 
Mat. & Supp. 69, 509 62, 317 168, 462 


TOTAL CURRENT 586, 928 912,644 1,171,790 
ASSETS 


Page 5 (A) 
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Dec. 31, 1952 


[3013] 


Dec. 31,1953 Dec. 31, 1954 


Fixed Assets $1, 077, 626 $1, 808, 079 $1, 311, 117 
Prepaid & Deferred 102, 205 38, 672 44, 446 
Certificate Renewal Exp. 
 .  (G) 8,533 (G) 3,686 = 

Route Development Exp. --- (G) 8,419 (G) 27,526 
Investments 1,101 1,101 1,101 
TOTAL ASSETS 1, 776, 394 2, 772, 602 2,555, 980 
Aircraft Mtge Notes- 

Curr. 208, 549 324, 000 225, 000 
Notes Payable --- 80, 000 9,965 
Accounts Payable 655, 621 873, 832 590, 887 
Accruals 200, 327 189, 055 ; 
Taxes --- ---  ) 344, 070 
Withholding Taxes --- 54, 272 ) diseninn 
Unearned Transportation 

Revenue 24, 754 27, 403 41,998 
Total Current 
Liabilities 1, 089, 254 1, 548, 563 1, 211, 920 
Other Notes Pay(Def) 228, 250 608, 500 26, 815 
Aircraft Mtges Notes 
Pay-Def --- --- 375, 000 
Debentures (Deferred) --- --~ 215, 000 
Common Stock 208, 149 300, 000 300, 000 
Capital Surplus 479, 681 636, 051 636, 051 
Earned Surplus (D) 228, 940 (D) 320,513 (D) 208,806 
Total Liabilities 1, 776, 394 2, 772, 602 2, 555, 980 
NET WORKING 
CAPITAL’  (D) = 502, 326 (D) 635,919 (D) 40, 130 
CURRENT RATIO 0. 54 . 59 . 83 
TANGIBLE NET WORTH 450, 357 603, 432 699, 719 
Operating Revenues 3, 220, 721 4,881, 715 9, 824, 042 
Net Profit | (L) 136,343 (L) 91,572 111, 707 
Dividends None None None 
Cents Omitted. (G) Deducted in computing tangible net worth. (D) Deficit. 
(L) Loss. 


Figures dated December 31,1954, are prepared from a financial state- 
ment received direct and signed by Alexander Grant & Company, C.P.A.'s, 
Milwaukee, Wisconsin. 
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COMPARATIVE FINANCIAL STATEMENTS: (Cont'd) 

Inventories of materials and supplies at cost. Operating property and 
equipment (fixed assets) are shown net after $1, 318, 478 depreciation. As 
to contingent indebtedness, the company has an agreement to purchase 
80, 054 shares or approximately 96% of the capital stock of Lake Central 
Airlines, Inc. and this contemplated acquisition is awaiting approval of 
the Civil Aeronautics Board. Lake Central Airlines, Inc. is a local ser- 
vice airline having certificated routes radiating from Indianapolis, Indiana 
to Chicago, Illinois and into Michigan, Ohio and Pittsburgh, Pa. The 
application is still pending. 

ANALYSIS: 

Since its first flight in 1948, the subject has achieved a position of 
prominence among the local service carriers in the United States. In its 
earlier history, losses were reported in the years, 1948 and 1949 in ex- 
penses incurred in establishment of the routes, various development and 
experimental factors. Losses were subsequently offset in part by adjust- 
ments and reimbursements by the Federal Government in connection with 
airmail compensation. Operations for 1950 and 1951 were profitable. 
Losses for the years 1952 and 1953 and for the first six months of 1954 
were principally due to a temporary mail rate insufficient to meet the 
company's break-even need. Heavy depreciation charges, and the adverse 
climatic conditions present during the first three months of 1954 also con- 
tributed to a loss during the first six months of 1954. The large deprecia- 
tion charges result from the generally accepted practice of depreciating 
the type of aircraft used by the company over a period of three years. The 
company estimates that it will operate it's present DC-3 aircraft for at 
least four more years since no better prototype is now in existance or 
contemplated. It is anticipated that depreciation charges on these air- 
craft during this four year period will be substantially lower than in 1953. 
It is understood that it is the policy of the CAB to establish permanent 
mail rate after sufficient experience has been gained to, determine the 


rate that is adequate to meet the break even need of the carrier plus a 7% 





[3015] 

371 
return on the recognized investment. Late in 1954, final permanent mail 
rates were established by the CAB for the subject, established December 
10,1954, retroactive to June 14, 1951 (effective date the temporary rate 
initially was established). It is on a sliding scale formula and as pas- 
senger load factor increases, mail pay declines but not in direct proportion. 
Owing to the nature of the business the company has a large investment 
as would be expected in revenue equipment. Fixed assets amounting to 
$1, 311,117 at December 31, 1954 comprised the following: 


Operating Property and Equipment 
Flight equipment (equipment costing 
approximately $1, 960, 000 pledged as 


security for note payable) $2, 167, 704 
Ground Equipment 318,577 
Hangar building and improvements to 

leased property 74, 639 
Furniture and fixtures 68, 675 
Total-at cost 2, 629, 595 

Less depreciation to date 1, 318, 478 


1, 311, 117 


ANALYSIS: (Cont'd.) [3015 | Page 7 (A) 
Operating property and equipment have been depreciated on a straight- 
line basis at rates established by the CAB. The annual rates used for the 
principal classes of assets are as follows: flight equipment - 20-33 1/3% 
with 10% residual value; ground equipment - 20%; hangar building - 3 1/2%; 
improvements to leased property - 33 1/3% and furniture and fixtures - 
10%. 

Of the transportation revenue of $5, 824, 042 for the year ending December 
31,1954, mail amounted to $2, 328,921; passengers $3, 351, 782; air ex- 
press $75, 630; excess baggage $20,975; and non-scheduled transport 
service $46, 734. Total operating expenses amounted to $5, 657, 261 which 
included provision for depreciation and obsolescense of $535, 557. Opera- 
ting profit amounted to $166, 781 to which was added incidental revenue and 
cash discounts earned of $5, 283 making total operating profit of $172, 064. 
Other deductions including amortization of exten tion and development ex- 


pense ($5, 227) amounted to $60, 357, the major item of which comprised 
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* - 2 4 = 





[3015 ] 

$72 
interest of $44, 470. 
The sizeable increase in profits during 1954 was a result of various 
economies, establishment of permanent mail rates and a schedul ing of 
many addition flights which increased considerably the number of pas- 
sengers and cargo carried without a proportionate increase in operating 
expenses. 
During the latter part of 1954, the company also improved its net work- 
ing capital position by (1) refinancing long term flight equipment notes 
payable and (2) issuance of $215, 000 of 6% convertible debentures due 
July 31, 1964. 
Effective December 10,1954, the company paid off its borrowings from 
Purdue Foundation on flight equipment notes and in turn borrowed $600, 006 
from a local bank payable monthly over a three year period secured by 
planes and certain flight equipment. This enabled the company to obtain 
a reduction in interest on the long term borrowing and to also extend the 
maturity of the final installment from August, 1956 on the previous loan 
from the Purdue Foundation to December, 1957 on the present bank bor- 
rowing. The payments are staggered so that the larger monthly payments 
mature in the summer months and smaller payments in the winter months. 
During August, 1954, the company authorized an issue of $300, 000, in 
ten year 6% convertible debentures due July 31, 1964 with no serial ma- 
turities. The debentures are convertible into common stock on the basis 
of $3 per share the first five years; $4 the next two years and $5 the last 
three years. The debentures were first offered to stockholders, which 
offering expired September 15th and approximately $200, 000 of the issue 
was purchased by the stockholders. The remaining $100, 000 was then 
offered by the company to the general public. Proceeds of the issue was 
added to the company's net working capital for general corporate re- 
quirements. 
With the foregoing refinancing of the flight equipment obligations, and 
issuance of the long term debentures plus retained profits, net working 
capital was considerably improved in 1954. As a result, with the steady 
flow of liquid funds from flight operations, including a rapid turnover in 


: a 


* 
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receivables, the company considerably improved in its trade payments 
in recent months and it is now claimed that all obligations are being met 
well within purchase terms. 
In connection with the December 31, 1954 financial statement, accounts 
receivable of $744, 458 include $215, 276 due from the United States 


Government for hauling 


ANALYSIS: (Cont'd. ) [3016] Page 8 (A) 
mail, this amount is payable monthly. Also included in accounts re- 
ceivable was $471, 890 of regular traffic receivables including amounts 
due from other carriers for inter-line tickets and services and air travel 
plan receivables; also included were other receivables of $57, 292 prin- 
cipally comprised of gasoline tax refunds receivable. 
Materials and supplies inventories of $168, 462 included gasoline and oil 
of $6,936, and parts and supplies of $161, 526. Investments of $1, 101 
comprised membership of $1, 000 in Aeronautical Radio, Inc., Washington, 
D.C., a service organization controlled by various carriers and a mem- 
bership of $101 in Airlines Clearing House, Inc., New York City. The 
latter clears inter-line accounts for the various member air carriers. 
Other notes payable of $9,965 comprised various current equipment obli- 
gations of a miscellaneous nature. Accruals payable of $344, 070 include 
a number of items including withholding taxes, salaries, wages, taxes 
(other than income taxes) and similar items. It was not necessary to pro- 
vide for Federal or State income taxes on earnings of 1954 as the carry 
over of prior years’ net losses were sufficient to eliminate any tax li- 
ability. 
LONG TERM DEBT: This comprised the following three items at 
December 31, 1954: 


1. Other notes payable, secured by pledge of certain equipment due in 


monthly installments $36, 780 
Less payments due within 12 months and in- 
cluded with current liabilities 9,965 


Balance long term debt 26,815 
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ans 
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2. Aircraft Mortgage Notes Payable--deferred 4 3/4% note payable se- 
cured by pledge of flight equipment, due in monthly installments to 


December 10, 1957 $600, 000 
Less payments due within 12 months 225, 000 
Balance long term debt 375, 000 

3. 6% convertible debentures due July 31, 1964 (no serial maturities) 
$215, 000. 


Current Investigation: Interviewed March 3, 1955, Bernard Sweet, secre- 
tary and treasurer, offered information indicating that North Central Air- 
lines, Inc. showed an operating profit of $10, 206 and a net profit of 

$5, 734 in January, the first January profit in the company's history. This 
is the ninth consecutive month the airline has shown a profit. A year ago 
the company had a $71,909 net loss in January. February figures were not 
yet available but it is stated that the airline has shown a 42% passenger 
service gain over January and February of a year ago. The line expects 

a 30% increase in passenger traffic in 1955 over 1954. As previously 
mentioned, the subject has been awarded the local service air route be- 
tween Chicago and Detroit and the subject expects to start service May 1, 
1955. Preliminary plans are for six flights daily between those two cities 
and as previously mentioned there are intermediate cities to be served 
between the two terminal points such as South Bend, Indiana, and Kalama- 
z00, Battle Creek, Jackson and Ann Arbor, Michigan. Operation of this 
additional route is expected to materially increase volume and profits. 
The company has no short term bank indebtedness. 


Page 9 (A) [3017] 


TRADE INVESTIGATION: 
Company has considerably improved in trade payments. In recent 


months and management claims all bills are now current and either are 
discounted or paid promptly in accordance with terms. Following are 
results of a new trade survey just completed: 
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TERMS OF 
HIGH CREDIT OWE PAST DUE SALE PAYMENTS 

L. 1, 158 1, 689 --- 1-10 N30 Discounts 
2. 44 44 -0- 1/2-10 N30 Discounts 
3. 3, 750 -0- -0- N 30 Prompt 
4, 3, 744 3, 653 --- --- Ppt 

a. 1,195 965 -0- 2-10 prox Prompt 
6. 766 635 19 N 30 Prompt 
LG 272 137 -0- Net Cash Prompt 
8. 210 -0- -0- ---- Prompt 
9, 15 -0- -0- Net 30 Prompt 
10. 10 -0- --- ---- Prompt 
il. 3, 550 --- --- 1/2-10 N30 Slow 13 


BANKING RELATIONS: 
Account is carried with a local bank. Balances average in low six figures 
and no short term borrowings used. Account is well regarded. 
3-10-55 (15 189) 
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ANALYTICAL REPORT UNCHANGED] 
Dun & Bradstreet 


> ine. 
4512 (A) AD 62 August 12 1955 indigenes 44 
Lake Central Airlines, Inc. Transportation Indiana, Marion 
County, Weir Cook 
Airport 


Additional No. 1 to Report dited February 8, 1955 
RATING: -- 

Current Investigation: On August 11,1955, Lloyd W. Hartman, Treas- 
urer, reported this company has had a 35% increase in sales to July 31, 
1955 when compared with the similar period of last year and that to June 
30, 1955 operations resulted in a profit of $7,350. He further stated that 
July was a profitable month with earnings estimated at $3,000. He stated 
that bank borrowing at this time is confined to a $350, 000 chattel mort - 
gage loan from a local bank, borrowing on a monthly basis from a New 
York City bank where loans average about $18, 000 monthly and are se- 
cured by inter-line accounts receivable, and a $12, 000 loan from another 


bank obtained to finance insurance premiums, this loan payable over a 


period of eight months. 
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$75 
The chattel mortgage held by the Merchants National Bank in the amount 
of $350, 000 was recorded on June 10, 1955 in Chattel Mortgage Record 
Book #187, Page #212, Instrument #41771 and covers eight Douglas 
DC3 Aircraft, is payable in installments beginning July 10, 1955 with the 
final payment due October 10,1957. This mortgage replaced one given 
to the same bank on February 3, 1955 in the amount of $300, 000 and 
covering seven aircraft. 
It also has been learned that at a Board of Directors Meeting on July 28, 
1955, Dr. R.B. Stewart was elected Chairman of the Board of Directors 
and was succeeded as President by Gwin Hicks who formerly had been 
Assistant to the President. Lloyd W. Hartman was named Executive Vice 
President and Treasurer. At that same meeting there was a change in the 
Voting Trustee, the change having received approval of the Civil Aero- 
nautics Board. J.J. O'Connell, Jr., of Washington, D.C. replaced Harry 
V. Wade as a Voting Trustee. O'Connell was born in 1907, married, was 
formerly General Counsel for the United States Treasury Department, later 
Chairman of the Civil Aeronautics Board, and now is the Senior Partner 
in the Washington, D.C. law firm of Chapman, Walsh and O'Connell. 
Harvey Y. Goff, who is a Flight Captain for the company, has also been 
elected a Director. He was born in 1921, is married, and has been 
associated with this company since 1949. 
TRADE INVESTIGATION 


The following are the results of a clearance completed July 26, 1955: 


HIGH CREDIT OWE PAST TERMS OF 
DUE SALES PAYMENTS 
1. $ 10,000 9, 800 --- Net 30 days Prompt 
2. 448 --- --- Net 30,COD Prompt 
3. 154 --- ~=- 3%-10 EOM Prompt 
4. 1,816 976 976 --- Slow 30-150 days 
Bs 430 4 --- Net 30 days Slow 60-90 
days 
6. 3, 400 2,217 1,944 1%-10-N-380-Slow 90 days 
| days 
i. 1, 770 1, 770 1, 770 1%-10-N-30 Slow 90 days 
days 


8. 500 -~-- --- --- Slow 90 days 
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TERMS OF 
HIGH CREDIT SALES PAYMENTS 


9. 700 Net 30 days Slow 90-120 
days 
10. 1%-10th & 
25th, Net Slow 120 days 
30 days 
ibe 30 days Slow 120 days 
12. --- --- Slow 180 days 
13. 5, 740 Net 30 days Slow 


TRADE INVESTIGATION: [3019 
(Continued ] page #2 (A) 
14. 482 


Prompt 


BANKING RELATIONS 

Favorable relations are reported at a local bank and satisfactory balances 
carried. Borrowing here is accomplished on a secured basis as com- 
mented elsewhere in this report. Commitments have always been met as 
agreed. 8-15-55-77-FA(27) 
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DUN & BRADSTREET, INC. [SPECIAL NOTICE] 
REPORT 


4512 (A) SN 62 June 20 1955 N 
Lake Central Airlines Inc Transportation Indianapolis 44 Indiana 
Marion County 
Weir Cook Airport 


RATING: -- 

Records of June 10, 1955 show chattel mortgage #41771 recorded on 
Marion County Record Book 187, Page 212 in the amount of $350, 000 in 
favor of the Indiana National Bank covering 8 Douglas D.C. 3 A Aircraft. 
Mortgage is payable in installments beginning July 10, 1955 with final 
payment due October 10, 1957. 

This mortgage replaces one given to the same bank on February 3, 1955 
in the amount of $300, 000 and covering seven DC 3 A Aircraft, which has 
been released of record. 6-20-55-77-FA(27) 
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ANALYTICAL REPORT 
DUN & BRADSTREET, INC. 


4512 (A) CD 62 February 8 1955 N 
Lake Central Airlines;Inc. Transportation Indianapolis 44 Indiana 
| Marion County 
Weir Cook Airport 


[RATING UNCHANGED] 


Dr. R. B. Stewart - Pres. Robert W. Clifford - V. Pres. - 
Donald S. Getchell - V.Pres. - Operations 
Traffic and Sales Lloyd W. Hartman - V. Pres. & Treas. 
Jack L. Cory - Asst. Treas. William H. Krieg - Secy. & General , 
Counsel 


Gwin Hicks - Asst.to the Pres. Harry V. Wade - Trustee 


BOARD OF DIRECTORS: Dr. R.B. Stewart, Chairman, J. Dwight 
Peterson, Cecil A. Berry, William H. Krieg, and Harry V. 
Wade. 


RATING: -- 


STARTED: 1949 (Present Control 1955) PAYMENTS: Slow 
NET WORTH: $11, 212 Samana SALES: $2, 292, 790 


In the launching of scheduled service, substantial operating losses 
were suStained from the start through 1952. Since this airline is 
operated under Government sponsorship, a good portion of those 
losses was recovered through adjusted mail pay rates. Modest 
earnings were disclosed during 1953 and 1954 as the result of a 
complete change in management in November, 1952 which had 
approval of the Civil Aeronautics Board. Debt is heavy and there 

is a deficit working capital position. Operations are supported to a 
large degree by funds borrowed on a secured basis. A refinancing 
program recently affected has improved the working capital position 
somewhat but funds still are not adequate to provide for the pranpt 
payment of all obligations. Management now is in well qualified hands 
and operations are closely supervised. 


HISTORY 
STARTED: This business was started in October, 1949, originally 
known as Turner Airlines, Inc., name changed to Lake Central Air- 
lines, Inc., on September 11, 1950. 


INCORPORATED: Delaware laws May 31, 1949. 

Authorized Capital Stock: 200, 000 shares of $1 par value, Common Stock. 
Outstanding Capital Stock: 83,039 shares. 

MANAGEMENT & CONTROL: The principal stockholders of this com- 


pany formerly were Roscoe P. Weesner, Red Cloud, Nebraska and his son, 


William W. Weesner. The former was a Director in the company and the 








2) 
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latter was Vice President in Charge of Sales and Secretary until Novem- 
ber, 1952. In September, 1952, it was reported that the Civil Aeronautics 
Board charged that Lake Central Airlines, Inc. management was unable 
to offer satisfactory mail service to the areas in which it operates. As 
the result of that charge, a reorganization with the approval of the Civil 
Aeronautics Board took place on November 18, 1952 at which time control 
was transferred to Harry V. Wade as Trustee. As of January 31, 1955, 
with approval of the Civil Aeronautics Board, the controlling stock (97%) 
was purchased by the employees of the company thus accomplishing com- 
plete divestment of the former Weesner interests. Wade as Voting Trustee 
of the Stock appointed the present Board of Directors in November, 1952, 
which has approval of the Civil Aeronautics Board. It is reported that the 
Trust Agreement under which the stock was transferred was drawn up for 
a period of Ten Years or to run until such time as sale of the company is 
made to parties acceptable to the Civil Aeronautics 


HISTORY: (Continued) [3022 | Page #2 (A) 
Board. As previously reported, negotiations have been under way to sell 


the stock of the subject corporation to Wisconsin Central Airlines, Inc., 
Madison, Wisconsin (now known as North Central Airlines) subject to 
ratification and agreement by the shareholders of each company and also 
subject to the approval of the Civil Aeronautics Board. These negotiations 
still are pending but have not yet received approval of the Civil Aero- 
nautics Board. 

Pursuant to the approval of the Civil Aeronautics Board of the current 
directors, the directors proceeded to establish the interim operating 
organization by electing Dr. R.B. Stewart as President and by changing 
the by-laws to clothe the President with the Executive Authority and 
Responsibility for management of the airline. The Board then elected 
Lloyd W. Hartman as Vice President and Treasurer, Robert W. Clifford, 
as Vice President in Charge of Operations, and Donald S. Getchell as 


Vice President in Charge of Traffic and Sales. In addition, Hartman was 


designated Executive Assistant to the President. In actual operation, 
er 


“ 


ra 
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therefor, the three Vice Presidents comprise an operating executive com- 





mittee with Hartman as Chairman, reporting directly to the President. 
This committee handles the routine operations and administration of the 


airline with directions from the President and his decisions on all major 





questions. 
Dr. R.B. Stewart, born 1898, married, is Vice President and Treasurer 
of Purdue University, West Lafayette, Indiana, and has been identified 








with that institution since 1927. He is actively associated there with the 











School of Air Transportation, and well qualified in airline operations. 





Robert W. Clifford, born 1917, married, has had many years experience 








as a Pilot with Commercial airlines, as a Captain in the United States 





Army Air Force, and holds a private and commercial pilot license. He has 
been associated with this company since its inception and has been largely 
responsible for handling operational problems and is in charge of opera- 
tions. 

Donald S. Getchell, born in 1915, married, has had fifteen years experience 
in airline operations, previously employed by Northeast Airlines, Boston, 
Massachusetts and Colonial Airlines, New York City, prior to becoming 
employed by Lake Central Airlines, Inc. in October, 1949. Since that time 
he has served as Station Manager and Traffic Manager, and was elected 
Vice President in Charge of Traffic and Sales in 1952. 

Lloyd W. Hartman, born 1924, married, is a graduate of the Massachusetts 
Institute of Technology in 1948. Following his graduation, he was em- 
ployed for about one year by the Murray Corporation of America, Detroit, 
Michigan and then became employed by Nationwide Airlines, Inc., Detroit, 
Michigan where he became Secretary and Treasurer. He remained active 


in that company until April, 1951 when he came to Indianapolis to succeed 





Reginal E. Ross as Treasurer of the subject company. Elected Vice 





President and Executive Assistant to the President in 1952. 





William H. Krieg, born 1907, married, is a member of the local law firm 





of Buschmann, Krieg, DeVault and Alexander. He attended Notre Dame 


University, graduated from Harvard University in 1932 and was admitted 
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to the bar in that year. Elected Secretary and General Counsel for the 
subject company in 1952. 

Jack L. Cory, born 1922, married, has been with the company since 
1950 as general accountant. 

Gwin Hicks, born 1912, married,has been associated with aviation for 


twenty-three 


HISTORY: (Continued) [3023 ] Page #3 (A) 
years, previously operated a flight training school and was assistant to 
the Director of Aeronautics for the State of Washington, then for five 
years was with Empire Airlines, in Idaho as Vice President and Traffic 
Manager, came with the subject company in October, 1953 as Assistant 

to the President. 

Harry V. Wade, born 1903, married, is a capable executive in the in- 
surance field, formerly Vice President of American United Life Insurance 
Co., Indianapolis, resigned that position in 1941 to become Manager of 
Standard Life Insurance Co., of Indianapolis, Indiana, of which he was 
elected President in 1944. 

J. Dwight Peterson is President of City Securities Corporation, Indianap- 
olis and Cecil A. Berry is a Vice President and Trust Officer of the 
Indiana National Bank, Indianapolis, Indiana. 


OPERATION-LOCATION 
Services: This company operates under Certificates of Convenience and 


Necessity issued by the Civil Aeronautics Authority and furnishes passen- 
ger and air mail service (1) Between terminal point, Grand Rapids, 
Michigan, the intermediate points, Kalamazoo, Michigan, South Bend, 
Logansport, Peru, Kokomo (served through Kokomo Municipal Airport) 

and the terminal point Indianapolis, Indiana. (2) Between the terminal 
point, Chicago, Illinois, and intermediate points, Gary, Lafayette, and 
terminal point Indianapolis, Indiana. (3) Between the terminal point, 
Chicago, Illinois, and intermediate points Gary, Kokomo, Logansport, 


Peru, Marion, Muncie, Richmond, Indiana and the terminal point Cincinnati, 


Ohio. (4) The terminal point, Indianapolis, Indiana, and intermediate 
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582 
points, Richmond, Indiana, Dayton, Springfield, Columbus, Marion and 
Mansfield, Ohio, and the terminal point Cleveland,Ohio. (5) Between the 
terminal point, Columbus, Ohio, and intermediate points Zanesville, 
Dover, New Philadelphia and terminal points (a) Youngstown, Ohio and 
(b) Pittsburgh, Pennsylvania. (6) From the terminal point, Marion, 
Indiana to intermediate points Lima, Marion, Mansfield, Ohio, and the ter- 
minal point Dover-New Philadelphia, Ohio. (7) Terminal point Indianapolis, 
Indiana and intermediate points Bloomington, Terre Haute, Danville, Illinois 
and the terminal point Chicago, Illinois. This constitutes a daily scheduled 
mileage of 5,500 miles per day. Charter operations, freight and passenger 
service are provided (S. 1. C. #4512). 
Facilities-Location: The base of operation is at Wier Cook Municipal 
Airport, Indianapolis, Indiana where the company leases hangar and 
general office space from the City of Indianapolis. The building is a two- 
story brick, concrete and steel structure which is in good repair and 
located on the Indianapolis Municipal Airport property. It provides 10, 000 
square feet of office space and a hangar 200 feet by 200 feet capable of 
housing five D-C 3 airplanes. A five-year lease on an amortization of 
construction cost plus carrying charge basis expires in 1959. 
The Company owns and operates seven twin-engine Douglas-DC 3 air- 
planes which accommodate twenty-one to twenty-four passengers each. 
Passenger liability is covered by an insurance policy the limits of which 
are $100, 000 each person to $2, 000, 000 each accident. Public liability 
insurance is covered by a policy the limit of which is $100, 000 each acci- 
dent to $1, 000, 000 for bodily injury and $1, 000, 000 for property damage. 
These policies carry a floating excess coverage up to $2, 000,000. Each 
aircraft is insured to $75, 000 fire and crash damage and furniture, fix- 
tures, equipment and ground property is insured for $90,000. There are 
262 employees. 
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COMPARATIVE FINANCIAL STATEMENTS 
Dec. 31, 1952 


Cash $ 32, 388 


Accounts Receivable(PP)259, 536 


Total Current Assets 291,924 
Fixed Assets, Net 131,181 
Materials & Supplies 33, 078 
Investment 6, 166 
Prepaid and Deferred 14, 684 


Route Development Costs 





Total Assets 477, 036 
Due Banks --- 
Notes Payable (S) 145,895 
Accounts Payable 204, 817 
Accruals 73, 424 
Due Affiliate 35, 000 
Due Individuals 6, 000 
Total Current 
Liabilities 485,137 
Reserve Aircraft Over- 
haul --- 
Notes Payable-Deferred  --- 
Other Deferred Credits --- 
Common Stock 83, 039 
Capital Surplus 134, 798 
Earned surplus’ (D) 225, 939 
Total Liabilities $477, 036. 
Net Workin 
Capital (D) $193, 212 
Current Ratio 0. 60 
Tangible Net Worth(D) 8,101 
Net Sales 1, 683, 811 
Net Profit (L) 130, 483 
Dividends --- 


(PP) Partially pledged. 

(S) Secured Partially by (PP). 
(D) Deficit. 

(L) Loss. 


(PP) 


(S) 


(S) 


(D) 


(D) 


491, 584 


408, 612 
41, 037 
4, 320 
9,996 


22, 376 
977, 928 


45, 123 
220, 600 
461,877 
136, 272 

55, 000 


918, 873 


56, 700 


83, 039 


134, 798 
215, 482 


$977, 928 


427, 288 
0.53 
2,355 


2,210, 012 


10, 456 


Dec. 31, 1953 


$ 72,613 
418,971 


(PP) 


(S) 


(S) 


(D) 


Dec. 31, 1954 


$ 101, 715 
154, 917 


256, 632 


399, 357 
86, 934 
2,979 
34, 592 


16,178 
796, 274 


153, 415 
437, 745 
76, 541 
55, 000 


722, 703 


53, 080 
2, 632 
6, 640 


83, 039 


134, 798 
206, 619 


$796, 274 


(D) 


466, 070 
0.35 
11, 218 


2, 292, 790 


8, 863 


Cents omitted. Comparative figures were prepared from year-end state- 
ments received from Lloyd W. Hartman, Vice President and Treasurer. 


The 1952 and 1953 statements were based on reports prepared by Ernst & 


Ernst, C.P.A., Indianapolis, 


on 
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COMPARATIVE FINANCIAL [3025 ] Page #5 (A) 
STATEMENTS: (Continued) 

Indiana, wheras the 1954 is a preliminary statement prior to audit. As 


of December 31, 1954, accounts receivable are shown net of $9, 880 re- 
serve for doubtful accounts, fixed assets net of $244, 512 reserve for 
depreciation. No contingent debt reported. | 
ANALYSIS 
This company inaugurated passenger and air-mail service on Novem- 
ber 12,1949, and its scheduled routes have been expanded under authority | 
from the Civil Aeronautics Board. Unprofitable operations were encoun- ’ 
tered and substantial losses were sustained through 1952 which reduced : 
tangible net worth to a deficit figure at the end of that year. Such losses | 
were recognized in principle (but not as to any specific amount) as a neces- | 
sity in the launching of a scheduled airline under Government sponsorship. : 


The Civil Aeronautics Board embraces this principle in allowing audit 








losses of this nature to be recovered through adjusted mail pay rates. 





Applications were filed with the Civil Aeronautics Board to recover losses 
and the final adjustment was made on February 16,1954. The amount to 
be recovered was included in the accounts receivable in the December 31, 
1953 year-end statement and accounts for the large receivables at that 
time. Profitable operations are disclosed for 1953 and 1954 and it also 
should be noted that here has been a steady upward trend in net sales or 
operating revenues. This is indicative of progress under the present 
management. 

Following the reorganization of management and control in November, 
1952, the company arranged for financing through its bank in order to take 
care of expanding operations and to finance the purchase of additional 
equipment. A line of accommodation up to $175, 000 was made available 

by the Merchants National Bank, Indianapolis, Indiana, secured by a general 
mortgage covering equipment. The company further arranged with that 
bank to finance the purchase of new aircraft on a specific chattel mort- 
gage basis. 

The foregoing method of financing continued until February 2,1955 at 


which time the company refinanced its equipment by borrowing $300, 000 
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from the Indiana National Bank which is secured by chattel mortgage 
#8079 recorded in Book #183 on Page #254 of the Marion County Records 
on February 3, 1955 covering seven Douglas DC-3 aircraft including en- 
gines, parts and equipment. This is a 4 1/2% loan to be paid off in thirty 
months at the rate of $7,500 each month of October through March and 
$12, 500 each month from April to September. $131, 700 of this money 
was uSed to pay off notes payable to the Merchants National Bank and 
$55, 000 to pay notes payable to Nationwide Airlines, Inc., the remaining 
$113, 300 to be used as working capital and to be applied against general 
accounts payable. This refinancing has reduced the interest charges to be 
paid by the company and also reduced its monthly payments required under 
the previous financing arrangement from $11, 300 to $10, 000 monthly 
under the present arrangement. 

While the overall debt of the company continues to be heavy, this recent 
refinancing has given the company some working capital relief. 

As previously reported, the company has intentions of further improving 
its working capital position through a contemplated $300, 000 Preferred 
Stock issue. Amendments to the corporate charter have not yet been made 
nor has the company applied for clearance from the Securities Exchange 
Commission for the sale of the Preferred Stock. Lloyd W. Hartman, Vice 
President, states that this has been temporarily delayed but the company 
still intends to offer the stock for sale in the future. He states that cer- 
tain technicalities must be cleared up before the company can proceed 


with the stock issue. 


Page #6 (A) [p02 

Current Investigation: On February 3,1955, Lloyd W. Hartman, Vice 
President and Treasurer, stated that the $113, 300 net working capital 
received through the recent refinancing of equipment will be applied 
against trade accounts payable and should enable the company to bring all 
accounts within a sixty to ninety day period. He stated that operations 
during January were on a break-even basis and with the more favorable 


operating season Starting in April, he hopes to be able to reduce trade 
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accounts payable considerably with earnings from anticipated profitable 


operations. 
TRADE INVESTIGATION 


The following are the results of a clearance completed February 1, 1955: 
HIGH CREDIT 


12. 
13. 
14. 
15. 
16. 
17. 


$ 


1,619 


25, 000 


20, 000 
3, 500 


3, 000 


730 


626 
477 


OWE 


22 


257 


PAST 
DUE 


22 


297 


TERMS OF 
SALES 


COD, Net 30 


days 


Net 10 
Net Weekly 


10 days 


1%-10-N-30 
days 


2%-10th 
2%-20-31 


1%-10-N-30 
days 


Net 30 days 


Net 10th Prox 
Net 10th Prox 
2%-10-30 

Cc, 0; D. 
C.O.D. 

Cash 


~ 


PAYMENTS 


Prompt to 


Slow 30 to 60 


days 
Prompt 
Slow 30-60 
days 
Slow 
Slow 60-90 
days 
Slow 30-120 
days 


Slow 60-90 
days 


Slow 4 months 
Slow 120 days 


Slow 

Slow 120 
days (Slow- 
ness is re- 


ported above, 


however this 


account asked 


+ 


for and granted * 


extended 
termS-pays 
as agreed. ) 


Slow 60 days 
Slow 60 days 
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BANKING RELATIONS 
Favorable relations are reported in bank, and satisfactory balances 
carried. Borrowing here is accomplished on a secured basis as com- 


mented elsewhere in this report. 
2-10-55-77-FA(27) 
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COPY Exhibit No. 
NOR-201 


Weir Cook Airport, Indianapolis 44, Indiana 


LAKE CENTRAL 
Airlines 


AN OPEN LETTER IN BEHALF OF THE EMPLOYEE-OWNERS OF 
LAKE CENTRAL AIRLINES 


On Monday, October 24, North Central Airlines initiated an ex- 
tensive paid newspaper advertising campaign in the Lake Central area 
outlining their proposed intent to merge with Lake Central Airlines. 

In our opinion, this is another desperation move by the manage- 
ment and stockholders of North Central to obtain, at any cost, an ob- 
viously sound and thriving business. 

We of Lake Central feel that this paid advertising campaign to 
buy public support is in retaliation to the voluntary public support being 
given the employee-owners of Lake Central. We feel that the true public 
opinion has been ably expressed by the attached editorial appearing in 
the September 24,1955, edition of the Cincinnati Enquirer. 

We of Lake Central are deeply grateful for the public assistance 
we have received in the past. We are ever hopeful that this good support 
will continue in the future. We are willing to stand on our record - past, 
present and future - as the basis of our humble and honest effort to pro- 
vide the best in local airline service in the area set forth for us by the 
Civil Aeronautics Board. 

We do not feel that paid newspaper advertising is necessary to 
thank our many friends and customers. The people of Lake Central feel 
that our thanks can best be expressed by providing the best local air 
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service within our means and abilities to you, as an individual, from us, 
as individuals. 

We sincerely hope that you will continue to pioneer with us - 
the employee-owners of Lake Central - in our endeavors in the local 


airline transportation industry. 


Sincerely, 
/s/ Gwin Hicks 
GH:mcm President 
Encl. 
[3031 ] Exhibit No. 
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Saturday, September 24, 1955 
THE ENQUIRER 
Editorials: 


Connersville, Ind., News Exam. 
Saturday, September 24, 1955. 


Fight For Survival 

The Civil Aeronautics Board will begin hearings October 17 on 
the disposition of the Lake Central Airlines, which North Central Air- 
lines is seeking to acquire under the terms of an old contract. The con- 
tract was with the former owners of Lake Central, who took a suggestion 
from the CAB that they divest themselves of the airline ownership. The 
Federal board didn't think they were operating it properly. 

When the fate of the airline was in issue, the employees of Lake 
Central found inspiration in the employee-ownership campaign which 
led to the formation of the Cincinnati Enquirer,Inc. The employees 
wound up investing an average of $500 apiece in their airline, and de- 
spite various obstacles they have done a fine job of operating it. For 
one thing, a split decision of the CAB deprived Lake Central of an oppor- 
tunity to extend its service between Chicago and Detroit. ~ 

One member of the board, Joseph P. Adams, declared at the | 
time: "I am convinced that the public interest requires the strengthening 
of Lake Central as a local carrier through improvement of its route 
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Lake Central has, we insist, a right to exist. Without intruding 
into the legal and technical aspects of the situation, we believe it would 
be a really disheartening blow to our much-prized spirit of individual 
enterprise if the ambitious men and women who bought this airline and 
invested their savings in it were to be, so to speak, sold down the river. 

The Chicago-Detroit route was awarded to North Central Airlines. 
A little more consideration for the smaller airline--not favoritism, but 
simple justice--would enable it 

[3032 ] Exhibit No. NOR-201 
to survive and make a real contribution toward betterment of eet vel 
in the tri-state area it serves. 

We have nothing against North Central. It has been doing quite 
all right, flying the same type planes as Lake Central. But isn't there 
room, in our scheme of expanding opportunity, for the latter to survive 
as an independent, employee-owned venture ?--Cincinnati Enquirer. 
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THE NEW LAKE CENTRAL STORY 
EMPLOYEE OWNERSHIP BY THE 162 EMPLOYEE STOCK- 
HOLDERS IN LAKE CENTRAL AIRLINES 


In February of 1955, the Employees of Lake Central Airlines 
embarked on a new adventure in the field of air transportation-employee- 
ownership. Never before among the world's scheduled airlines had a group 
of employees teamed up to purchase the common Stock in the airline for 
which they worked. 

The purchase of the 80,954 shares of common stock of Lake Cen- 
tral by 162 employees was finally completed on January 31,1955. Nego- 
tiations with the former owners of the airline had been in progress since 
May, 1954. 

Employee-ownership of Lake Central could be no more demo- 
cratic. Of the 80,954 shares of common stock, station personnel pur- 


chased 18.6%; flight personnel purchased 27.9%; maintenance personnel 
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bought 11. 7%; general office personnel accounted for 10%; and super- 
visory personnel bought 31.8% of the available holdings. The average 
number of shares owned by each stockholding employee is 500 shares. 
No one employee subscribed to more than 3,900 shares, or 5% of the 
total stock issued, and the 162 stockholding employees represent 65 per- 
cent of Lake Central's total employment. 

In order to give everyone in Lake Central an opportunity to 
become a stockholder, Lloyd W. Hartman, Executive Vice-President, 
and Robert W. Clifford, Vice President-Operations, arranged for the 
financing and the stock was offered to employees at $1.00 per share 
throughout a two-year monthly payment plan. Twenty-five percent of 
the stock was purchased outright by the employees and the remaining 
75% is to be paid for during the 24 month period. 

The story behind the employee-purchase of Lake Central is an 
unusual one. Early in 1954 the former owners of the airline, whose 
stock was being held in trust, decided to dispose of their holdings. With 
Lloyd Hartman and Robert Clifford the idea for employee-ownership was 
born. Initially the former owners had considered selling their stock to 
another local service carrier. Hartman and Clifford believed that the 
public interest and the employee's interest to retain Lake Central as a 
separate entity, plus the responsibility of fully developing and serving 
the required local air transport needs of Indiana, Ohio and Michigan, 
indicated that employee-ownership was the ideal plan. 

In keeping with this thought, initial contact was made with the 
former owners in May, 1954 and in January, 1955 Lake Central started 
on an entirely new phase of its development. 

In order to preserve the management program set forth by 
Lake Central's officers and board of directors, the employees voted to 
have their stock placed in a voting trust for a period of five years. This 
trust was also needed to facilitate the additional financing which Lake 
Central proposes to undertake. For Trust Officer, the employees elected 
Mr. J.J. O'Connell, former Civil Aeronautics Board Chairman, and 


noted Washington, D.C. attorney. 
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Employee-ownership has breathed new life into Lake Central, 
and one month after the employees began negotiations to take control, 
the airline realized its first profit. Subsequent months have shown con- 
tinued financial improvement, and at the present time Lake Central is 
breaking all its past records for passenger growth. 

Lake Central's employees, by their acceptance of the stock 
purchase plan, have indicated that they have complete faith and a deter- 
mined interest in the future of local air service in Indiana, Ohio and 
Michigan. They regard their stock purchase as an investment in public 
service and have dedicated themselves wholeheartedly to that service. 
---That's our story. We feel that by pioneering in airline employee- 
ownership we can add a dynamic force to the operation of Lake Central 
Airlines that will not only strengthen our own holdings, but will, by 
efficient management, ultimately result in a substantial savings in 
dollars to you, the Taxpayer. Should you desire more information con- 
cerning Lake Central, or additional copies of this booklet, please write 
our General Office, Weir Cook Airport, Indianapolis, Indiana. 


/s/ Gwin Hicks 
President 


America's Only Employee-Owned Airline 


CAB DOCKET 5770 [3063 ] LC EXHIBIT 131 
QUALIFICATIONS OF DIRECTORS & OFFicERS /28°10f 4 

Voting Trustee and Director: 

Mr. J.J. O'Connell, Jr., Voting Trustee and Director, is a 
senior partner of the law firm of Chapman, Bryson, Walsh & O'Connell. 
He was former Chairman of the Civil Aeronautics Board and has speciali- 
zed knowledge of aviation, tax and corporate affairs. 
Chairman of the Board: 

Dr. Robert B. Stewart, Chairman of the Board of Directors of 
Lake Central, has had a distinguished career as an educator, college 
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administrator and business man. He is now Vice President and Treasurer 
of Purdue University, Lafayette, Indiana, Secretary and Treasurer of 
Purdue Research Foundation, and Secretary, Treasurer and Director of 
Purdue Aeronautics Corporation. He has for several years directed the 
aviation training program of the University and the aeronautical acti- 
vities of its affiliated corporations. 
Director and Secretary: 

Mr. William H. Krieg, Secretary and Director of the company, 
is a senior partner in the leading Indiana law firm of Buschmann, Krieg, 
DeVault & Alexander of Indianapolis, which firm is retained as general 
counsel of Lake Central. Mr. Krieg is a specialist in corporate and tax 
law, and his firm's clients include some of the largest corporations in 
Indiana. 

Director: 

Mr. Cecil A. Berry is Vice President and Trust Officer of the 
Indiana National Bank of Indianapolis, the largest bank in Indiana. The 
Indiana National Bank has an unusually large Trust Department and from 
his administration of its affairs, Mr. Berry has received widespread 
recognition for his integrity, independence of judgment and knowledge of 
business and buSiness ethics. Mr. Berry brings to Lake Central's board 
this background of banking experience. 

Director: 

Mr. J. Dwight Peterson is President of the City Securities Cor- 
poration of Indianapolis, which is one of the largest local investment 
businesses in In- 
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diana. Mr. Peterson is well and favorably known throughout Indiana and 
has served on a number of public boards. He has been a Trustee of 


Indiana University and President of the Indianapolis School Board. Mr. 


Peterson is a man of extremely acute business and financial judgment 
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and his election, together with that of Dr.Stewart and Mr. Berry, assures 
the Voting Trustee and Lake Central Airlines of the most competent bank- 
ing and financial advice. 
Director: 

Mr. Harvey C. Goff is the employee-elected representative on 
the Board of Directors. His background includes education at the Uni- 


4 


versity of Cincinnati and experience in private business. He has been a 
flight captain with Lake Central for over five years. Early in the cor- 
poration's history, Mr. Goff was President of the Lake Central Pilots 
Association. He is presently Chairman of the local chapter of the Air 
Lines Pilot Association. 

President and Director: 

Mr. Gwin Hicks was appointed to his present position July 28, 
1955. Mr. Hicks has been associated in a managerial capacity in various 
phases of aviation since 1930. During his 23 years of aviation, he was 
administrative assistant to L. V. Morrow, the state of Washington's first 
aeronautical director. During World War II, his flying schools were 
under contract to both the United States Navy and the United States Air 
Forces in conjunction with the C.A.A. and the War Training Services. 
As one of the organizers of Empire Air Lines, Inc., he served with the 
company from its inception of operations in 1944 until its merger with 
West Coast Airlines, 1952. Mr. Hicks served as a vice president of Em- 
pire during its development as a local service airline serving 22 cities 
in Idaho, Oregon and Washington. He is widely known and recognized as 
an authority in this field of air transportation and is on many committees 
representing the national association membership of the local carriers 
before congressional committees and the President's Air Policy Board. 
Executive Vice President and Director: 

Mr. Lloyd W. Hartman serves as Executive Vice President and 
Treasurer of the company. After a high school education and service in 
the Army, Mr. Hartman attended the University of Wyoming and Massa- 
chusetts Institute of Technology, from which latter institution he received 
a Bachelor of Science degree. His | 
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business experience is as follows: 
Management Trainee, Murray Corporation of America 1948-49 


*, Administrative Assistant (part time), Nationwide 
Airlines, Inc. 1948-49 
Traffic and Sales Manager and Assistant Treasurer, 
Nationwide Airlines, Inc. 1949-50 
Treasurer, Nationwide Airlines, Inc. April-1950 
Sept. -1950 
Director, Secretary-Treasurer and General Oct. 1950- 
Manager, Nationwide Airlines, Inc. June 1951 
Director and Secretary-Treasurer, Nationwide July 1951- 
Airlines, Inc. April 1952 
Assistant Treasurer, Lake Central (part time) Feb. 1951- 
April 1951 
Treasurer, Lake Central April 1951 
Oct. 1952 
Executive Vice President and Treasurer, Lake Central Nov. 1952 
Mar. 1, 1953 


Vice President-Operations: 
Mr. R.W. Clifford, Vice President-Operations of the Company, 


has had extensive experience in airline operations. His formal education 
included high school and the attendance at the University of Minnesota. 
Since graduation from the latter, he has received training from U.S. Air 
Force Schools, American Airlines’ Transition School, and Northwest 
Airlines' Military and Civilian School. Mr. Clifford holds a valid pilot 
certificate with Airline Transport Pilot rating and has logged over 6, 000 
hours of flying time. His aviation experience includes the following: 





Captain, U.S. Air Force, with experience in DC-3, 1942-45 
DC-4 and C-46 aircraft 

Pilot, Northwest Airlines, Inc. 1945-45 

Captain, Air Freight, Inc. 1945-46 

Captain, Nationwide Air Transport Service, Inc. 1946-47 

Vice President-Operations, Nationwide Airlines, Inc. 1947-48 

* General Manager, Frontier Airmotive, Inc. 1948-49 


Vice President-Operations, Lake Central 1949-present 
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Vice President-Traffic: 

Mr. D.S.Getchell, Vice President-Traffic of the company, has 
had 16 years of airline experience. His aviation experience includes the 
following positions: 

Flight radio navigator, Panagra 1938-1940 


Chief Radio Instructor, and Operations and Communi- 
cations Inspector, Columbian National 1940-42 


[ 3066] 
CAB DOCKET 5770 LC EXHIBIT 131 - Page 4 of 4 


Chief Radio Instructor, Northeast Airlines 1942-1944 
District Station Supervisor, Colonial Airlines 1945-1948 


Station Manager, Superintendent of Stations and 
Assistant Operations Manager, Lake Central 1949-1951 


Operations Manager, Nationwide Airlines May 1951- 
Aug. 1951 


Administrative Assistant, General Traffic and Sales Sept. 1951- 
Manager, Administrative Assistant and Acting Mar. 1, 1953 
Traffic Manager, Lake Central 


Assistant Treasurer: 


J.L. Cory, Assistant Treasurer of the company, subsequent to 
completing high school and service in the Army, attended and graduated 
with a Bachelor of Science of Business Administration from Butler Uni- 
versity. His business experiences have been mostly with Lake Central 
in the following capacities: 


Accountant, Lake Central Feb. 1950- 
Jan. 1951 


General Accountant, Lake Central Jan. 1951- 
Mar. 1952 


Assistant to Treasurer, Lake Central Apr. 1952- 
May, 1953 


Assistant Treasurer, Lake Central June 1953- 
present 
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CAB DOCKET 5770 


SEGMENT LOAD FACTOR 
September, 1955 


CMH-CLE 


Total 


CMH-IND 
1-24 
25-30 
1-24 
25-30 


Total 


CHI-LIA 


1-24 
25-30 


Total 


GRR-IND 


1-24 
25-30 
1-24 
25-30 


Total 


CAB DOCKET 5770 
(HUF) 
131 
133 
137 
312 


IND-CHI 
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3781 45081 
3930 42891 
3041 12498 
3144 29013 
3782 24861 
3896 52153 
21574 206497 
3639 32983 
1092 8938 
4344 21528 
910 5443 
5825 86191 
5278 41871 
21088 196954 
7357 53230 
7490 72076 
7511 65295 
6096 55149 
1421 14152 
29875 259902 
7140 59618 
4760 63682 
1422 16147 
5451 57069 
1422 14629 
7140 65630 
5688 76400 
4110 51260 
40133 404435 
[3274] 
7471 65971 
4920 27323 
7471 72406 
7163 56099 


LCES - 445 


Page 1 











79401 11.92 
82530 10.91 
63861 4.11 
66024 9.23 
79422 6.957 
81816 13. 39 
453054 9.97 
76419 9.06 
22932 8.18 
91224 4.96 
19110 9. 98 
122325 14.80 
110838 7.93 
442848 9.34 
154497 7,24 
157290 9.62 
157731 8. 69 
128016 9.05 
29841 o. 11 
627375 8. 70 
149940 8.35 
99960 13. 38 
29862 11.36 
114471 10. 47 
29862 10. 29 
149940 9.19 
119448 13. 43 
149310 
842793 10. 08 
LCES 445 
156891 8.83 
103320 9.99 
156891 9. 69 
150423 7. 83 
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316 5141 31161 107961 6.06 28.86 
318 7192 55149 151032 7.67 36.51 
Total 39358 308109 826518 7.83 37.28 
(LAF) 
135 4175 45322 87675 10.86 51.69 
816 4175 33223 87675 7.96 37.89 
Total 8350 78545 175350 9.41 44.79 
IND-CHI Total 47708 386654 1001868 8.10 38.59 
IND-CVG 255 2973 18696 62433 6.29 29.95 
353 28.42 11074 59682 3.90 18.56 
522 2842 13818 59682 4,86 23.15 
524 2973 31613 62433 10.63 50.64 
Total 11630 75201 244230 6.47 30.79 
LIP-PIT 
491 6077 31075 127617 5.11 24.35 
495 5388 46762 113148 8.68 41.33 
25-30 914 1407 3686 29547 2.62 12.48 
1-24 944 4796 18273 100716 3.81 18.14 
946 5384 54360 113064 10.10 48.08 
Total 23052 154156 48.4092 6.69 31.84 
YNG-CMH 
1-24 283 3912 16949 82152 4.33 20.63 
25-30 283 815 3205 17115 3.93 18.73 
683 3912 40822 82152 10.44 49.69 
816 2775 25820 58275 9.30 44.31 
820 4564 44904 95844 9.84 46.85 
Total 15978 131700 335538 8.24 39.25 
[3298 ] 
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9770 
aan er VALUE HAS CHANGED 


September September Difference 
1952 1955 
1. Current Assets $ 263,693 $ 484, 097 84% 
2. Current Liabilities $ 466,551 $ 689,137 48% 
3. Working Capital Ratio $ 5721, $ . 10:1 23% 
4. Total Assets $ 507,197 $ 983,078 94% 
5. Book Value - Aircraft $ 105,338 $ 228,130 117% 
6. ,Market Value - Aircraft $ 350,000 $ 760, 000 117% 





406 


September September 


1952 1955 


Aircraft Value Adjustment $ 244,662 $ 531,870 
Net Book Value 3 -$ 16,237 $ 38, 733 
Adjusted Book Value $ 228,425 $ 570, 603 
Net Book Value per share - $ .20 $ 47 


. Adjusted Book Value per 
share $ 2.75 $ 6.87 


Period of. Earnings Record* None 2 3/4 yrs. 
*Based, Ernst & Ernst Audits - 1953 $ 10, 456 
- 1954 $ 21, 240 
Company Records thru Sept. - 1955 $ 2,262 


Difference 


117% 
Infinity 
150% 
Infinity 


150% 
2 3/4 yrs. 





3220 
[3320] 
EXHIBIT LCES 541 


Airlints, Ine. J.A. 407 July 1955 
Uy AU Routes O.R%.'d 


North Central Could Become 
Top U. §. Domestic Airline 


North Central Airlines would be America’s largest domestic 
airline—local service, trunk or otherwise .. . 

IF the Civi] Aeronautics Board (CAB) awards North Central 
all the route extensions for which it has applied. 

North Central’s system would be larger than the domestic 
routes of Braniff, American, TWA or United Airlines. It would 
reach from Denver in the West to Pittsburgh in the East and from 
Port Arthur, Ont., to St. Louis—a total of 10,602 unduplicated 

\ route miles spanning 13 states and Ontario and serving over 200 
cities. 

North Central already is America’s leading local airline, carry- 
ing more passengers than any of the nation’s 13 local carriers. 
It’s present system measures 2,661 miles serving 43 cities in six 
states—North Dakota, Minnesota, Wisconsin, Michigan, Illinois 
and Indiana. The proposed extensions would make the system 
nearly four times larger than it is now. 

. North Central currently has 14 route-extension applications 
pending before the CAB in Washington, D.C. The applications call 


¥ for 7,941 additional miles: 
@ Purchase of Lake Central Airlines, a local service carrier 
ea a system of 1,652 miles serving 24 cities in Michigan, 
Illinois, Indiana, Ohio and Pennsylvania. 

@ Service to Muskegon, Mich., on North Central’s present 
inter-peninsular route between Detroit and Upper Michigan cities 
(requires only five extra flight miles). 

@ Route between Detroit and Toronto, Ont., via Erie, Pa., 240 
miles. 

@ Detroit to Cleveland, 90 miles. 

@ Chicago to Cleveland via South Bend and Fort Wayne, 

Ind., and Bryan-Defiance, Toledo and Sandusky, Ohio (North 
Central already serves South Bend on its Chicago-Detroit route), 
total new miles 255. 

@ Between Minneapvlis-St. Paul and Chicago via Rochester, 
Minn., Dubuque, Iowa and Rockford, IIl., 370 miles. 

@ Twin Cities and Quad Cities (Moline, East Moline and 
Rock Island, Ill., and Davenport, Iowa) via Rochester and Cedar 
Rapids, Iowa, 288 miles. 

@ Quad Cities to St. Louis, Mo., via Quincy, IIl., 200 miles. 

@ Between the Twin Cities and Denver. 

@ A route to North Dakota's Williston Basin. This and the 
Denver application call for service to 23 additional cities in Min- 
nesota, Iowa, North and South Dakota, Nebraska, Wyoming and 
Colorado. Total miles, 2.894. 

@ Between Port Arthur-Fort William, Ont., and Duluth, 
Minn.-Superior, Wis., and between Port Arthur-Fort William and 
Hancock-Houghton, Mich., 265 miles. 

@ Applications for helicopter operations in the Detroit, 
Chicago-Milwaukee and Twin Cities areas, a total of 1,682 miles. 

North Central recognizes this is an ambitious program; how- 
ever, its remarkable record of growth appears to justify its con- 
fidence. In its relatively short period of operation, it has grown 
from an airline carrying only 11,398 in the first year (1948) to an 
estimated 375,000 in 1955. 


‘ NORTH CENTRAL AIRLINES 
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NORTH CENTRAL'S OBJECTIVE IS TO BECOME 
THE LARGEST DOMESTIC CARKIER IN THE UNITED STATES. 
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IMPACT ON TRUNK CARRIERS 
NEW ONE CARRIER SERVICE 
BETWEEN EXISTING TRUNK CITIES 
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CARRIERS PASSENGERS* PASSEN- 


CITIES 
GER MILES* * 
TWA 
CAP, NWA, 
EAL 


EAL, TWA 


1, 320 
5, 646 


302, 280 
592, 830 


Detroit - Cincinnati 
- Cleveland 


- Columbus 128, 640 


- Dayton 
- Indianapolis 
- Pittsburgh 


- Youngstown 
Grand Forks - Cleveland 


Lansing - Cleveland 
- Pittsburgh 
- Youngstown 


Madison - Cleveland 
- Pittsburgh 


Milwaukee - Cincinnati 
- Cleveland 


- Columbus 

- Dayton 

- Indianapolis 
- Pittsburgh 
- Youngstown 


Minneapolis - Cleveland 
- Pittsburgh 


~ Youngstown 


TOTALS: 23 City Pairs 


Annual 


CAP, UAL 


CAP, NWA 
CAP, NWA 
CAP, NWA. 


7 Trunk Carriers 
15, 634 xo 
406, 484 89, 


(* Based on 2 week survey period - September, 1954.) 


124, 168 
317, 025 
429, 146 


07, 072 
918 


24,111 
13, 524 
3, 664 


24, 924 
13, 150 


73,151 
366, 633 


92, 704 
42, 024 
46,116 
169, 875 
13, 825 


441, 707 
188, 244 
22, 048 


447, 779 
642, 254 
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CLE 
YNG- 
PIT 
Cue 
CODE =: 
CITIES CARRIERS 
DET - Detroit AAL - American Airlines 
CLE - Cleveland CAP - Capital 
CVG - Cincinnati DAL - Delta- C&5 
CMH - Columbus, Ohio EAL - Eastern 
DAY - Dayton NWA - Northwest 
GRK - Grand Forks TwA - Trans World Airlines 
IND - Indianapolis UAL - United Airlines 
LAN - Lansing 
MKE - Milwaukee 
MPS - Minneapolis-St. Paul 
MSN - Madison, Wis. 
Pit = Pittsburgh 
YNG - Youngstown, Ohio 
é 4 





The Terre Haute Tribune’ Monday, October 24, 1955. 
Eager to serve you... 
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North Central Airlines’ Plan for Better Service to Your 


Community — Through Merger with Lake Central Airlines 


(Subject to Approval by the Civil Aeronautics Boord). 


Three years ago North Central Airlines 
entered into an agreement with the own- 
ers of Lake Central Airlines whereby 
North Central would acquire the assets 
and liabilities of Lake Central, its routes, 
aircraft and facilities by purchase of 96% 
of the capital stock of the company. 

The two airlines were to be integrate 
and operated as one. This requires the 


approval of the Civil Aeronautics Board, 
government agency charged with airline 
regulation. This proposed merger will be 
considered on November 8th by the Board 
in Washington in a public hearing where 
all issues will be explored to determine 


whether the merger is in the public - 


interest. 


The North Central Program: 


In tts presentation before the Cui 
Aeronautics Board, North Central 
Aurlines pledges itself to the follow- 
ing program: 


@ MORE AND BETTER SERVICE TO THE 
LAKE CENTRAL COMMUNITIES — North 
Central proposes a 48% increase in ser- 


@ AGGRESSIVE PROMOTION OF AIRLINE 
SERVICE — As evidence of its ability to 
develop high-frequency , Nor 

Central cites examples.of its daily service 
on its present system: 44 flights between 
Milwaukee and Chicago — 10 between 
Chicago and Detroit via intermediate 


cities — 24 serving Green Bay — 16 serv- 
ing Duluth-Superior—10 serving Wausau 


@ GREATER SECURITY AND OPPORTUNITY 
FOR EMPLOYEES — As employees of 
North Central, America’s largest and 
fastest-growing loca] service airline and 
among the most financially stable, Lake 
Central employees will be assured of job 
security and opportunity. North Central's 
average annual wage is substantially high. 
er than that of Lake Central 


@ GREATER FINANCIAL STABILITY AND 
CIVIC RESPONSIBILTY — One of the na- 
Qon’s most financially secure local air- 
lines, North Central is prepared to as- 
sume and resolve promptly all Lake 
Central Airlines’ business obligations 
and commitments, Past due accounts 
will receive immediate attention. 


@ SAVINGS IN AIRMAIL SUBSIOY — will | 


be realized primarily by integrating both 
systems under a single administration 
with attendant reduction in overheads, by 
eliminating duplication of facilities and 
procedures, by volume purchasing, by bet- 


ter scheduling and utilization of flight | 


equipment, and through other efficiencies 
inherent in a larger, unified operation. 


| ee, 


! Your comments and 
| questions are invited 
! Nerth 
| Central Airlines, 6201 34th Ave., 
Minhesete 


WRITE: Community Reletions Dept., 


l Sevth, Minneapolis 23, 


aa EES | 


NORTH CENTRAL AIRLINES 


America’s Leading Local Airline 


> 


Now Serving Minnesota » North Dakota +» Wisconsin - Michigan Illinois - Indiana 


Paid Advertising for Public Sentiment 


CAB 
5770 


BEST COPY AVAILABLE 
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[3359] EXHIBIT LCES 621 

ORIGINATION & DESTINATION ANALYSIS OF PASSENGERS P28@ 1 
EXCLUSIVELY SERVED BY 
LAKE CENTRAL AIRLINES 


Number of Passengers 
BLOOMINGTON: 


Lake Central 22 

Ozark 1 

North Central 4 (2 to Detroit) 
Other 


5) 
TOTAL: 32 
DOVER - NEW PHILADELPHIA: 


Allegheny ) 
Lake Central 45 
Allegheny & Piedmont 
Ozark & Piedmont 

Other 


TOTAL: 
GARY: 


Lake Central 

Ozark 

North Central (1 to Detroit) 
Allegheny & Mohawk 

Other 


TOTAL: 


KOKOMO: 


Lake Central 

Mohawk 

Ozark 3 

North Central (6 to Detroit) 
Piedmont 

Allegheny & Mohawk 15 

Allegheny & Piedmont 

Ozark & North Central 1 

Other 35 


TOTAL: 186 
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[3360] 
ORIGINATION & DESTINATION ANALYSIS OF PASSENGERS 
EXCLUSIVELY SERVED BY 
LAKE CENTRAL AIRLINES 


Number of Passengers 


EXHIBIT LCES 621 
Page 2 


LAFAYETTE: 
Allegheny 11 
Lake Central 226 
Mohawk Lt 
Ozark 13 
North Central 28 (11 to Detroit) 
Piedmont 3 


Allegheny & Mohawk 19 
Allegheny & Piedmont 11 
Ozark & North Central 6 





Other 120 
TOTAL: 454 
LIMA: 
Allegheny 13 
Lake Central 99 
Mohawk 6 
Ozark 13 
North Central 2 (3 to Detroit) 
Piedmont 2 


Allegheny & Mohawk i 
Allegheny & Piedmont 10 


Others _18 
TOTAL: 183 
MANSFIELD: 

Allegheny 35 

Lake Central 257 

Mohawk 6 

Ozark 3 

North Central 14 (12 to Detroit) 
Piedmont 4 , 


Allegheny & Mohawk 71 

Allegheny & Piedmont 9 

Ozark & North Central 6 ‘ 
Ozark & Piedmont 3: 

Others _70 


TOTAL: 480 
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EXHIBIT LCES 621 
Page 3 
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ORIGINATION & DESTINATION ANALYSIS OF PASSENGERS 
EXCLUSIVELY SERVED BY 
LAKE CENTRAL AIRLINES 


Number of Passengers 


MARION, OHIO: 


Allegheny 13 
Lake Central 89 
Mohawk 2 
Ozark Z 
North Central 6 (5 to Detroit) 
Piedmont 6 
Allegheny & Mohawk 13 
Allegheny & Piedmont 4 
Ozark & North Central 0 
Ozark & Piedmont 1 
Others _22 


TOTAL: 158 


ZANESVILLE: 


Allegheny 

Lake Central 
Mohawk 

Ozark 

North Central 
Piedmont 

Allegheny & Mohawk 
Ozark & Piedmont 
Others 1 


b+ c= 
m CO © DO HH DD OC -]J 


TOTAL: 97 
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Exhibit LCES-652 
DOCKET NO. 5770, et al. Supplemental to 
Exhibit NOR-186 


MINUTES OF REGULAR MEETING 
OF 
BOARD OF DIRECTORS 
OF 
LAKE CENTRAL AIRLINES, INC. 


Held July 12, 1955 

A regular meeting of the Board of Directors of Lake Central 
Airlines, Inc. was held at 9:30 o'clock A.M., C.D.S.T., on July 12,1955, 
in the Law Library of the Trust Department of The Indiana National Bank 
of Indianapolis, 3 Virginia Avenue, Indianapolis, Indiana. 

All of the Directors were present: namely, Dr. R.B. Stewart, 
Messrs. Cecil A. Berry, J. Dwight Peterson and William H. Krieg. Also 
present, upon invitation of the Directors, were Mr. Harry V. Wade, the 
Voting Trustee, and Messrs. Lloyd W. Hartman, Robert W. Clifford and 
Gwin Hicks, officers of Lake Central Airlines, Inc. 

Dr. R.B. Stewart acted as Chairman of the meeting and Mr. 
William H. Krieg acted as Secretary. 

The minutes of the special meeting of the Board of Directors 
held on June 6,1955, were read and, upon motion duly made and seconded, 
the following resolution was adopted: 


RESOLVED, that the minutes of the special meeting of the 
Board of Directors of Lake Central Airlines, Inc., held June 6, 
1955, be and the same are hereby approved. 


Dr. Stewart asked Mr. Hartman to report on Lake Central's new 
facilities at the Chicago Midway Airport. Mr. Hartman reported that as 
of August 1, 1955, Lake Central would give up its lease and facilities at 
the old terminal at the Chicago airport and would operate out of the facil- 
ities in the new building. Mr. Hartman said that Lake Central had con- 
tracted for the installation of the new, rearranged heating, ticket counter 
and other facilities in the building, and for painting, at the cost of Eleven 
Thousand Dollars ($11, 000. 00); that the work was approximately 60% com- 
pleted; and that Lake Central had already paid the contractor Five 





[3368 ] 

436 
Thousand Five Hundred Dollars ($5, 500. 00). Mr. Hartman stated that he 
estimated that Lake Central would save approximately $1, 100. 00 per 
month by this move through a reduction of rent from $379.00 to $123. 00 
per month and from the elimination of four personnel. Upon motion made 
by Mr. Krieg, seconded by Mr. Berry, the following resolution was 
unanimously adopted: 


RESOLVED, that the actions of the officers of Lake Central 
Airlines, Inc., as reported by Mr. Hartman, concerning the new 
facilities at the Chicago Midway Airport be and the same are here- 
by approved. 


Mr. Hartman then stated that on July 9, 1955, Lake Central Air- 
lines, Inc., had completed the acquisition of a new DC-3A aircraft for 
the price of $87, 500. 00, which had been paid in full. Mr. Clifford said that 
after Lake Central's modifications the aircraft seated twenty-six passen- 
gers, that the modifications had been completed and the aircraft first flown 
in Indianapolis on July 11. Mr. Clifford stated that the aircraft flew very 
well and the equipment worked perfectly. 

Mr. Hartman reported that the arrangements for borrowing 
$350, 000. 00 from The Indiana National Bank of Indianapolis had been 
completed on June 9, 1955. 

EXHIBIT LCES-652 


[3369] Page 2 
Mr. Krieg then stated that, in his opinion, a meeting of the 


shareholders of Lake Central Airlines; Inc., should be called for the pur- 
pose of considering numerous matters which confronted Lake Central. 


Upon motion made by Mr. Krieg, seconded by Mr. Peterson, the following 
resolution was unanimously adopted: 


RESOLVED, that a special meeting of the shareholders of Lake 
Central Airlines, Inc., be and the same is hereby called for 2:00 
o'clock P.M., C.D.S..T., on July 28,1955, at the office of Standard 
Life Insurance Company, 2727 Washington Boulevard, Indianapolis, 
Indiana, for the purpose, among others, of considering a suit re- 
cently filed in the United States District Court for The Northern 
District of Indiana, Lafayette Division, by North Central Airlines, 
Inc., against Dr. R. B. Stewart, and considering also what action 
should be taken, if any, by Lake Central Airlines, Inc., with respect 
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to the indemnification of Dr. R. B. Stewart against the costs of such 
litigation and any damages which Dr. Stewart may have assessed 
against him as a result thereof. 


After discussion and upon motion duly made and seconded, the 
following resolution was unanimously adopted: 


RESOLVED, that there is hereby called a special meeting of 
the Board of Directors of Lake Central Airlines, Inc., to be held 
at 2:30 P.M., C.D.S.T., on July 28,1955, at the same place as 
the special shareholders' meeting. 


Mr. Hartman then reported that Lake Central Airlines, Inc., 
owed Dallas Airmotive,Inc., approximately $32, 000. 00 for the overhaul 
of engines, which amount has now been due since April 15,1955. Mr. 
Hartman Said that he had arranged with Dallas Airmotive, Inc. , to take 
Lake Central's note for $30, 000. 00 of said amount, which note would be 
repayable at the rate of $5,000.00 per month, beginning August 15, 1955, 
with interest at the rate of 5% per annum. After discussion, and upon 
motion made by Mr. Krieg and seconded by Mr. Peterson, the following 
resolutions were unanimously adopted: 


RESOLVED, that Lake Central Airlines, Inc., execute and deliver 
to Dallas Airmotive, Inc., its negotiable, promissory note for the 
principal amount of $30, 000.00, payable in six equal installments of 
$5, 000. 00 each, on the fifteenth day of August, 1955, and on the fif- 
teenth day of each month thereafter until said note is paid in full, 
with interest at the rate of 5% per annum on the declining balance 
of said note. 


RESOLVED, FURTHER, that said note shall be executed in the 
name and on behalf of Lake Central Airlines, Inc., by its Executive 
Vice President, Mr. Lloyd W. Hartman. 


Mr. Hartman then gave a full and complete report on Lake Cen- 
tral's new application for a change in its air mail rate. Mr. Hicks then 
reported that the President had signed H.R. 2225 which gives permanent 
certification to certain segments of all the local service carrier's routes. 
He estimated that shortly after August 15, 1955, the certification for the 
permanent routes would be issued by the Civil Aeronautics Board. 


Mr. Hicks then reported on Lake Central's various route cases 





and exhibited a map to the Directors showing the routes now served and 







the proposed routes requested in the various applications on file by Lake 





hase, a 
=. 
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Central in the office of the Civil Aeronautics Board. On motion made by 
Mr. Krieg, seconded by Mr. Peterson, the following resolution was 


unanimously adopted: 


[3370] EXHIBIT LCES-652 


Page 3 
RESOLVED, that the actions of the officers of Lake Centeal 
Airlines, Inc., in applying for new routes shown on the map 
attached to the minutes of this meeting be and the same are hereby 
approved and confirmed. 


The next business to come before the meeting was the submission 
of the June financial report by Mr. Hartman and Mr. Hartman's report 
concerning new financial arrangements which Lake Central Airlines, Inc., 
is attempting to make with the Chase National Bank of New York City. 

Mr. Hartman then recommended that the insurance on Lake Cen- 
tral's aircraft be increased from $75, 000. 00 to $100, 000. 00 per aircraft. 
Upon motion made by Mr. Krieg and seconded by Mr. Peterson, the follow- 
ing resolution was unaminously adopted: 


RESOLVED, that Lake Central Airlines, Inc., immediately in- 
crease the insurance on its aircraft from $75, 000. 00 to $100, 000. 00 
per aircraft. 


Mr. Hartman then requested that the officers be given authority 
to replace the old truck with a new Chevrolet truck at the Chicago terminal. 
Upon motion made by Mr. Peterson, seconded by Mr. Berry, the follow- 
ing resolution was unanimously adopted: 


RESOLVED, that the officers of Lake Central Airlines, Inc., be 
and they are hereby authorized to purchase a new truck for the 
Chicago terminal to replace the old truck now there. 


Mr. Hartman then reported on the necessity for Lake Central 
Airlines, Inc., acquiring a new multilith machine. However, no action 
was taken as the Directors thought that the approximate cost of $5, 000. 00 
for said machine would constitute a larger investment in capital equipment 
than Lake Central should make at this time. 

Mr. Hartman suggested to the Directors that when Mr. Krieg, the 
Secretary of Lake Central Airlines, Inc. , is out of town it is sometimes 


difficult to get contracts and other documents signed and the corporate seal 
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affixed. Upon nomination made by Mr. Berry and seconded by Mr. 
Peterson, Mr. John R.Carr, Jr., was unanimously elected as Assistant 
Secretary of Lake Central Airlines, Inc. 

Mr. Krieg then presented a proposed contract among Lake Cen- 
tral Airlines, Inc., and five other airlines, defendants in the Greater 
Pittsburgh Airport litigation, which contract has to do with the allocation 
and payment of the fees of the defendant airlines to the Pittsburgh counsel 
which they had employed. Upon motion made by Mr. Krieg, seconded by 
Dr. Stewart, the following resolution was unanimously adopted: 


RESOLVED, that Lake Central Airlines, Inc., enter into the 
proposed contract for the payment of legal fees involved in the 
Greater Pittsburgh Airport litigation and that Lloyd W. Hartman, 
as Executive Vice President of Lake Central Airlines, Inc., be and 
he is hereby authorized to execute and deliver said contract on be- 
half of Lake Central Airlines, Inc. 


There being no further business to come before the meeting the 


same was adjourned by unanimous consent. 


Approved: 
Chairman Secretary 
CAB DOCKET 3380 EXHIBIT LCES-673 
5770 iia Page 1 


MINUTES OF SPECIAL MEETING OF SHAREHOLDERS OF 
LAKE CENTRAL AIRLINES, INC. 
JULY 28, 1955. 

A special meeting of the shareholders of Lake Central Airlines, 
Inc., was held pursuant to call of the Board of Directors at 2:00 P.M. 
Central Daylight Time on July 28,1955 at the office of the Standard Life 
Insurance Company of Indiana, 2727 Washington Boulevard, Indianapolis, 
Indiana. 

The sole shareholder present was Mr. J.J. O'Connell, Jr., the 
owner of record as trustee of 80,954 shares of the common stock under 
the terms of the Lake Central Voting Trust Contract of November 18, 1952, 


as amended. Mr.O'Connell acted as Chairman of the meeting, and at his 
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office. 
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request Mr. William H. Krieg, Secretary of the Corporation, acted as 
Secretary. Mr.Krieg reported that, as required by the by-laws, written 
notice of the time, place and purpose of the meeting was mailed to all 


shareholders of the Corporation more than ten (10) days prior to July 28, 


For the record, Mr.O'Connell stated that the Civil Aeronautics 
Board, by Order No. E-9405, dated July 18,1955, had approved the fol- 
lowing, effective on July 18,1955. 


The Second Amendment of Voting Trust Contract of Lake 
Central Airlines, Inc. Common Stock under date of 
March 29, 1955; 


The election to the Board of Directors of Lake Central 
Airlines, Inc. Messrs. J.J.O'Connell, Jr., Harvey Goff, 
Jr., Lloyd W. Hartman, Gwin Hicks, and; 


The election of officers of Lake Central Airlines, Inc. of 
Dr. Robert B. Stewart, Chairman of the Board and Gwin 
Hicks, as President and Lloyd W. Hartman, Executive 
Vice-President. 


For the record also, Mr.O'Connell stated that Mr. Harry Wade 
had been elected, subject to the Civil Aeronautics Board approval, as a 
Director of Lake Central Airlines, Inc. but had declined to accept said 


Mr.O'Connell, for the record, also stated that he had attended a 
meeting of the holders of Vote Trust Certificates of Lake Central Airlines, 
Inc. , Vote Trust Contract of November 18, 1952, which was held at the 
main office of Lake Central Airlines, Inc. , Weir Cook Airport, Indianapolis, 
Indiana at 11:00 A.M. Central Daylight Time on July 28, 1955; that the 
Secretary of said meeting had advised him that there were present at said 
meeting the owners of Vote Trust Certificates representing 61,849 shares 
of common stock deposited under said Vote Trust Contract and that he had 
been further informed that said Vote Trust Certificate holders had unani- 


mously adopted the following resolutions: 





v 
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EXHIBIT LCES 673 
[3381 ] Page 2 


RESOLVED that the Voting Trustee under the Lake Central Air- 
lines, Inc. Voting Trust Contract of November 18,1952 as amended be and 
hereby is requested authorized and directed to vote the shares of the com- 
mon capital stock of Lake Central Airlines, Inc., deposited with him pur- 
suant to same Voting Trust Contract at a special meeting of the share- 
holders of Lake Central Airlines, Inc. called for 2:00 o'clock P.M. Central 
Daylight Time on July 28,1955, a favor of the indemnification and the 
execution of the contract of indemnification by Lake Central Airlines, Inc. 
of Dr. R.B. Stewart against twenty-five (25) percent of the fees and ex- 
penses and all damages which may be assessed against Dr. R. B. Stewart 
because of alleged acts done by said Dr. R. B. Stewart on behalf of Lake 
Central Airlines, Inc. which attorney fees and expenses will be incurred 
and which damages may be assessed in an action brought by North Central 
Airlines, Inc. against Dr. R. B. Stewart in the United States District 
Court, Northern District of Indiana and against cost, expenses and legal 
fees which will be incurred by said Dr. R.B. Stewart in defending against 
a complaint filed by North Central Airlines, Inc. before the Civil Aero- 
nautics Board on July 26, 1955, docketed as Number 7327, 

Mr. O'Connell then directed the Secretary to make a record of 
his voting 80, 954 of the common stock of Lake Central Airlines, Inc. in 
favor of the following resolution: 

RESOLVED that the Directors of Lake Central Airlines, Inc. be 
and they are hereby requested to vote at the next meeting of said Board of 
Directors in favor of the indemnification and the execution of a contract 
of indemnification by Lake Central Airlines, Inc., of Dr. R.B. Stewart 
against 25% of the fees and expenses and all damages which may be asses- 
sed against Dr. R. B. Stewart because of alleged acts done by him on behalf 
of Lake Central Airlines, Inc. which attorneys fees and expenses will be 
incurred and which damages may be assessed in an action brought by 
North Central Airlines, Inc. against Dr. R. B. Stewart in the United States 
District Court, Northern District of Indiana and against cost, expenses and 


legal fees which will be incurred by said Dr. R.B. Stewart in defending 
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against a complaint filed by North Central Airlines, Inc. before the Civil 
Aeronautics Board on July 26,1955, docketed as Number 7327. 
Mr. O'Connell then directed the Secretary to show that the meeting ad- 


journed. 


Secretary 


APPROVED - CHAIRMAN ‘ 
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Docket No. 5770, et al. 


Exhibit No. BAO-R-1 
Page 1 of 2 


NORTH CENTRAL-LAKE CENTRAL ACQUISITION CASE 
NORTH CENTRAL'S ESTIMATE OF ADDITIONAL TRAFFIC BETWEEN 
LAKE CENTRAL STATIONS AND UNSPECIFIED CITIES, WHICH WOULD 


HAVE BEEN DEVELOPED ON AN INTEGRATED NORTH CENTRAL-LAKE 
CENTRAL SYSTEM - THROUGH THE CHICAGO GATEWAY 


BASED ON 28 DAYS-MARCH 1-14, 1954 AND SEPT. 17-30, 1954 


Base Station No. of Passengers Revenue Passenger Miles 
Bloomington 9) 1, 750 
Danville 10 2, 600 
Gary 25 4, 250 
Kokomo 20 7,520 
Lafayette 25 6, 425 
Lima 20 7, 480 
Mansfield 10 3, 930 
Marion 10 3, 600 
Richmond 15 4,860 
Terre Haute 20 6, 500 

Total 160 48,915 
North Central Total (4 week 

basis) 173, 418 

% of North Central's Total RPM Represented by 
Unspecified "New Points" 28. 2% 


Source: Exhibit NOR-153. 
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Exhibit No. BAO-R-1 
Page 2 of 2 


NORTH CENTRAL-LAKE CENTRAL ACQUISITION CASE 


NORTH CENTRAL'S ESTIMATE OF ADDITIONAL TRAFFIC BETWEEN 
LAKE CENTRAL STATIONS AND UNSPECIFIED CITIES, WHICH WOULD 
HAVE BEEN DEVELOPED ON AN INTEGRATED NORTH CENTRAL-LAKE 
CENTRAL SYSTEM - NORTH CENTRAL POINTS EAST OF LAKE 


MICHIGAN 





BASED ON 28 DAYS-MARCH 1-14, 1954 AND SEPT. 17-30, 1954 
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Base Station No. of Passengers Revenue Passenger Miles 
Bloomington ) 1, 500 
Cincinnati 2 720 
Danville =) 1, 750 
Dayton 2 720 
Gary 5) 1, 000 
Kokomo 20 4, 000 
Lafayette 15 3, 750 
Richmond 8 2, 600 
Terre Haute 10 3, 500 
Total 72 19, 540 
North Central Total (4 week basis) 99, 566 
% of North Central's Total RPM Represented 
by Unspecified "New Points" 19. 6% 
Source: Exhibit No. NOR-154. 
[3510] Docket No. 5770, et al. 
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NORTH CENTRAL-LAKE CENTRAL ACQUISITION CASE 


ESTIMATE OF NEW AND DIVERTED TRAFFIC GAIN TO NORTH CEN- 
TRAL IF NORTH CENTRAL AND LAKE CENTRAL AIRLINES' ROUTES 
HAD BEEN INTEGRATED - CALENDAR YEAR 1954 


BASED ON 28 DAY HISTORIC TRAFFIC FOR MARCH 1-14 AND SEPT. 
17-30, 1954 SURVEY PERIODS 





Passengers Number of Added Added Revenue Yield at 7¢ 
Through Passengers Passenger Miles Per Mile 
Chicago New Diverted Total New Divr'd Total 

Between North 

Central Cities 

and 

Bloomington 1 | 2 333 162 495 

Cincinnati g2.0 25.5 58 14,453 7,419 21,872 

Danville 3 2 5 494 302 796 i 

Dayton 10.7 19.6 30.3 4,600 2,118 6,718 . 

Gary 4 0 4 80 0 80 

Indianapolis 04 75.2 129.2 17,102 12, 484 29, 586 

Kokomo 6.5 1 7.5 1, 890 166 2,056 
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Passengers Numer of Added Added Revenue Yield at 
Through Passengers Passenger Miles 7¢ Per Mi. 
Chicago New Diverted Total New Diverted Total 
Lafayette 37 1 38 9,711 82 9, 793 
Mansfield 3 | 1.5 196 311 907 
Marion 2 0 2 720 0 720 
Richmond 7 2 9 2,358 413 2,771 
| Terre Haute 16.2 12 28.2 4,800 1,119 9, 919 
> Total 174.4140. 3 314.7 56,737 24,576 81,313 
Per Day 6.23 5.01 11.24 2026.32 877. 71 2904. 03 
Passengers Thru 
Kalamazoo 
‘ Between North Central 
Cities and 
Bloomington 3 0 3 132 0 132 
Cincinnati 6 4 10 2,088 756 2, 844 
Danville 4 2 6 1,368 684 2,052 
Dayton 2.4 2.2 4.6 886 706 1,592 
Gary 3 0 3 654 0 654 
Indianapolis 3 6 888 888 1, 776 
Kokomo 20 2 22 4,800 480 5, 280 
Lafayette 17 2 19 1,426 574 2, 000 
Richmond 5 0 5 175 0 175 
? Terre Haute 11 _ 11 22 1,837 638 2,475 
Total 74.4 26.2 100.6 14,254 4,726 18, 980 
Per Day 2.66 0.93 3.59 509.07 168.79 677. 86 


Grand Total (Per 
Day) 8.89 5.94 14.83 2535.39 1046.50 3581.89 $250.73 


Per Year 3244.85 2168.10 5412.95 1, 307, 389.85 $91, 517. 45 
925, 417.35 381,972. 50 


Reference: NOR-Exhibits 153-154-155. 
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NORTH CENTRAL-LAKE CENTRAL ACQUISITION CASE 


ESTIMATE OF NEW AND DIVERTED TRAFFIC GAIN TO NORTH CEN- 
TRAL IF NORTH CENTRAL AND LAKE CENTRAL AIRLINES' ROUTES 
HAD BEEN INTEGRATED - CALENDAR. YEAR 1954 


BASED ON 28 DAY HISTORIC TRAFFIC FOR MARCH 1-14 AND SEPT. 
17-30, 1954 SURVEY PERIODS 
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NOTES 

In estimating the revenue passenger mile gain to North Central, 
had it operated the integrated Routes 88 and 86 throughout the year 1954, 
we are taking several factors into account: 

a. No allowance was made for any of the traffic estimates in 
Exhibit Nos. NOR-153 and 154 for passengers between certain points on 
Lake Central's present system and other unnamed cities referred to as 
"New Points". Exhibit No. BAO-R-1 shows that these unspecified cities 
accounted for 28. 2% and 19. 6% of traffic through the Chicago and Kalama- 
zoo gateway respectively. No basis has been demonstrated for this part 
of the total traffic and revenues estimated by North Central. Since these 
places were not specified, it was impossible to determine the community 
of interest, historical traffic, possible routings, competition from 
single carriers or connecting carriers, or the basic assumptions upon 
which such estimates were based. 

b. We have particularly revised downward the estimated in- 
creases in O&D traffic between Milwaukee as base station, and Cincinnati, 
Dayton and Indianapolis (NOR-153). (The October 1955 Official Airline 
Guide was used as reference for schedules, frequency and elapsed time). 

Cincinnati-Milwaukee O&D passengers are offered 5 daily round 
trips between Chicago and Cincinnati via American Airlines and 9 via 
Delta Air Lines. Allowing for an average 30 minutes connection with NOR 
at Chicago, the journey via connecting trunkline would require an hour 
less than if it had been made via the assumed integrated North Central- 
Lake Central system, as shown on Exhibit No. NOR-151. 

Between Dayton and Milwaukee, 4 TWA (Dayton-Chicago) daily 
round trips could connect at Chicago with NOR. Three of these are non- 


stop. Approximately one hour could be saved over the proposed one- 





carrier multi-stop service. 


Between Indianapolis and Chicago, Eastern offers 10 daily round 






trip flights which could connect with NOR for onward journey to or from 
Milwaukee. Again, approximately an hour less would be required for this 


am 
J 
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connecting service than for North Central's projected 1-plane, multi- 
stop flight. 

c. We have also made certain downward revisions in the esti- 
mates shown in Exhibit NOR-154 of traffic to be gained to or from North 
Central points east of Lake Michigan. As in the case of NOR-153, no 
allowance was made for "New Points" traffic for the reason stated in 
"b" above. 

In addition, estimates of O&D traffic between Detroit and cities 
on Lake Central's present Route No. 88 were adjusted in order to take into 
account the historic flow of traffic and faster service available between 
trunkline connecting points and Detroit. For example, Detroit O&D pas- 
sengers to certain LCA cities listed in NOR-154 such as Bloomington, 
Lafayette, Richmond and Terre Haute could make convenient connections 
with Delta Air Lines at Indianapolis. Delta offers 7 daily round trips, of 
which 3 are nonstop first-class. Approximately one hour could be saved 
over service offered over an integrated North Central/Lake Central 


System. 
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BEFORE THE 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


In the Matter of the proceeding known : 
as the : 


NORTH CENTRAL-LAKE CENTRAL : 
ACQUISITION OF CONTROL DOCKET NOS. 5770 and 6024 
AND INTERLOCKING DIREC - 

TORATE PROCEEDING 


BRIEF OF THE BUREAU OF AIR OPERATIONS TO 
EXAMINER PAUL N. PFEIFFER 
PROCEDURAL STATEMENT 
In the fall of 1952 the Board in public proceedings was consid- 


ering two matters concerning Lake Central Airlines, Inc. (Lake Central): 
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(1) The renewal and extension of the airline's routes; (2) the fitness of 
the majority stockholders (majority stockholders) and their influence 
and control of the management of the airline. (Docket No. 4034). 

In October 1952 the majority stockholders agreed to sell all 
their stock which was the controlling stock (the stock) of Lake Central 
to North Central Airlines, Inc. (North Central). 

In November 1952, the majority stockholders executed a voting 
trust agreement, turning over the stock to a voting trustee. This agree- 
ment was approved by the Board (Order E-7054). The agreement pro- 


vided in substance: the voting 


[3588 ] 
trustee, a man of high repute, Mr. Harry V. Wade of Indianapolis, Presi- 
_ dent of the Standard Life Insurance Company, Inc., was placed in com- 
plete control of the airline; the majority shareholders were excluded 
from any influence in management; a new board of directors for the air- 
line was elected, each of whom was approved by the Board. 

In the fall of 1952 a proceeding was also instituted (Docket No. 
5770) to consider whether the Board should approve the purchase by 
North Central of the majority stock by North Central, but hearing on 
this case was repeatedly postponed until November 1955. 

In May 1953 the majority stockholders notified North Central 
that the contract to sell the stock was no longer valid because North 
Central had broken it. 

In January 1955 the majority stockholders sold their interest 
in Lake Central to a group of employees of Lake Central (Employee's 
Group) subject to any prior rights of North Central to the stock. This 
transaction was approved by the Board February 3, 1955 (Order No. 
E-8931). 

In May 1955 the Employee Group filed suit in court seeking a 
declaratory judgment that the prior contract to sell the Lake Central 
stock to North Central is now invalid. It is expected that this suit will 


= 
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be tried sometime in the spring of 1956. North Central opposes the suit 
alleging the 


[3589 ] 
contract is still valid. Both North Central and the Employee Group state 
that whatever the outcome of the trial, appeals will be taken to the Cir- 
cuit Court of Appeals and to the Supreme Court. Tr. 1989. 

Procedurally, the acquisition cannot be effectuated until after 
two events occur: the validity of the contract between the majority share- 
holders and North Central is sustained by the Supreme Court; the Board 
approves the acquiSition agreement. 

STATEMENT 


Lake Central is a local service airline operating chiefly in 


Indiana and Ohio. It suffers from two major difficulties: (1) Ite route 


is too small for sufficient operation; (2) It is short of capital. 

Neither of these difficulties is inherent: 

1. There is, in our opinion, ample room for expansion of the 
airline in two fields; (a) the creation of new routes within its present 
area; and (b) extension of the airline to adjacent territories. Expansion 
in either direction lies within the power of the Board acting in various 
current proceedings in which Lake Central is now an applicant. — 

2. Lake Central's present lack of capital is due in large part 
to the existence of the contract with North Central. The record is clear 
that so long as this contract 


iF, E.G. Erie-Detroit Case, Docket No. 6927; Lima-Detroit Case, 
Docket No. 7480. 
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is outstanding, it will be practically impossible for Lake Central to 
raise new capital. See e.g. LCES Ex 565, p.1; Tr.1355-59; 1416-19. 
The record also indicates that if the contract were eliminated, Lake 
Central could probably raise whatever additional capital were needed. 











[3590] 


432 

This is the statement of the present oj trustee, Mr. Joseph J. O'Connell, 
Jr. a distinguished Washington attorney, and former Chairman of the 
Civil Aeronautics Board: 


"It is also my view, andI base this not on just 
a random judgment, but discussions that I have had 
with people in the area, people in the company, and 
financial people here and there, that whichever way 
this acquisition case is decided, Lake Central's finan- 
cial difficulties will disappear because it has appeared 
to me, from talking with people who are in a position 
to know, that but for the difficulties which are a result 
of this litigated question and other types of unresolved 
matters, which in some degree are related to it, Lake 
Central, with a permanent certificate and with the pro- 
mise that it has of improving its situation, will have 
little difficulty in putting its financial house in order 
through additional equity capital and a readjustment 
of its debt, as presently is indicated in the record of 
this proceeding now."" (Tr. 1764) 


A third consideration is management. We believe that Lake 
Central's present management is well qualified. The Employee Group 
has been confronted with enormous problems and much harassment; we 
believe they have met these problems with a high degree of skill. We 
were favorably impressed with their courage, morale and technical 


know-how. This is the statement of the present trustee: 


i Mr. O'Connell replaced Mr. Wade in July 1955. 
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"First, I would like to appear with what knowledge 
I have as what one might call a character witness for 
the management of Lake Central Airlines, for which I 
have some responsibility, since as a voting trustee I 
was in major part responsible for the selection of the 
existing Board of Directors, who is a Board responsible 
for and must either vouch for or get along without the 
management of the company. 


"In that connection, while I have known the mana- 
gerial group in Lake Central Airlines, except Mr. Hicks, 
whom I have known for many years, only in the past year 
or year and a half my experience with them has been such 


, © 
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as to cause me to share with the other directors 
complete confidence in their integrity and their 
capacity. 


"I am speaking not for the Board of Directors 
as a whole, but because I did not ask them -- I did 
not ask them for permission to speak for them. I 
merely felt that I was justified in coming here to say 
what I have. 


. "T have in the past year or so had a reasonable 
opportunity to observe the management of Lake Central 
Airlines from the top down, and I believe and I think 
that the record will show it, that having started way in 
the rut and having had a very, very bad time for a 

~ variety of reasons, they have pulled themselves up by 
the bootstraps and as of today, with what they have to- 
day, it seems that they are entitled to be considered 
as among the cream of the operating people in the 
local service picture, and goodness knows there are 
a lot of good people in that field. 


"Mr. Hicks is a highly experienced man I have 
come to believe, since I have come to know Mr. Hartman 
and Mr. Clifford, and some of the other people that they 
are not only competent in their field, but are using extra- 
ordinary effort to make a good airline out of Lake Cen- 

. tral Airlines. 


"In my experience in observing them not only as 
executives, but observing the employee group who own 
the stock of this company subject to what rights, if any, 

* North Central may have, are an enthusiastic group of 
people with high morale and they are, in my judgment, 
doing a good job andI say that based on observation." 
(Tr. 1761) 


i” [3592] 

We believe that it is reasonable to conclude that if the contract 
with North Central Airlines were eliminated, Lake Central's present 
difficulties would largely disappear. 

In this case, the Board is being asked to approve as in the pub- 
lic interest a contract to acquire the ownership of an airline where the 


seller does not wish to sell and even disputes the validity of the contract 


* 


to sell. 
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The Board does not have power to compel a merger on an ac- 
quisition. If the Board were to approve this contract, it would be the 
first instance in which it has ever approved an acquisition where one of 
the parties was unwilling to consummate the agreement. 

This case then presents the Board with a choice: if it dis- 
approves the contract, it has an excellent opportunity of permitting 
Lake Central to establish itself as a sound, independent, local service 
airline, carrying out its original intention. If it approves the acquisi- 
tion, it must await the eventual outcome of the court case: if the Em- 
ployee Group wins the court case, the Board's approval will have been 
an empty gesture, because 'the Board cannot compel the acquisition; if, 
after all litigation (direct and collateral) is exhausted, North Central 
finally wins, it will be in a position to take over Lake Central Airlines. 


[3593 ] 
ARGUMENT 

1. The essential purpose of the Board in encouraging a mer- 
ger of Lake Central with some other airline in 1952 no longer exists. 
That purpose was to ensure that the group which controlled Lake Central 
Airlines in 1952 should be eliminated. That objective has been substan- 
tially achieved by the establishment of the voting trust. That purpose 
will be completed quite as effectively by the sale of the stock to the Em- 
ployee Group as by its transfer to North Central. 

2. Disapproval of the acquisition agreement with North Central 
will permit immediate development of local service - intensive and ex- 
tensive - in the Ohio-Indiana area. Approval of the agreement will delay 
proper development of air service in the area for several years. 

If the Board approves the agreement with North Central, the 
status quo will undoubtedly continue until the outcome of the suit to de- 





clare the contract invalid. At best it will take a substantial period of 
time before the Supreme Court renders a decision. Even then it is not 


impossible that the matter may be tied up for a further period by law 
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suits to prevent the trustee from turning over the stock (specific per- 


formance) and to pay damages (which could well be only slight) instead, 
for breach of contract. Until the final outcome of this litigation Lake 


Central will inevitably 
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remain a weak carrier and it will be practically impossible to improve 
and expand service in the area. 

In the Acquisition of Marquette Airlines, Inc. 3C. A.B. 111 
(1941) the Board was confronted with a similar problem. The Board 
had issued a certificate to Marquette but had reopened the proceeding 
to determine whether the original certificate had been issued under cer- 
tain misrepresentations. To secure necessary evidence the Board had 
secured an order from the Superior Court of Quebec which had been 
affirmed by the Court of Kings Bench of Quebec. The respondents then 
appealed to the Supreme Court of Canada. Faced with this appeal the 
Board decided to terminate the investigation for two reasons: consid- 
erable time would be required before the litigation would be finally 
terminated; during this period the development of Marquette's route 
system would be retarded: the balance of the public interest lay in 
quieting the title and permitting the full development of the air trans- 
portation system of the area. The opinion states in pertinent part: 


", . . the desirability of clearing away numerous 
serious uncertainties as to the future development of 
air transportation in the area served by operations 
under the Marquette certificate xxx to the end that 

no substantial portion of the air transportation system 
of the nation, shall be retarded in its development, 
are considerations which we have a duty to recognize. 
(126) 


", . .Accordingly, we must frankly face the fact that 
even under the favorable circumstances which we have 
enjoyed thus far in having been successful in the 
Canadian courts, we still have before us the prospect 
of long delays. 
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Recognizing the possibility of substantial fur- 
ther delay (possibly years), as we think we must, 
before we extract from Canadian sources by legal 
process the necessary information to clarify the 
record, if indeed we are ever successful in that 
regard, we must weigh the effects of the load of un- 
certainty with which the air transportation system 
of the nation will be saddled in the affected area. 
Confusion and uncertainty must be terminated at 
some point if the business of industry and govern- 
ment are to goon;. . ." (128) 


". . .Under the Act one of our responsibilities is 

to encourage the development of an air transportation 
system properly adapted to the present and future needs 
of the commerce of the United States, of the Postal 
Service, and of the national defense. The indefinite 
involvement of the Marquette certificate in a cloud of 
uncertainty is not contributing to that development; 

and maximum service to the public may well be ad- 
versely affected while we wait. (130) 


", . . The balance of public interest lies, we think, 
on the side of closing the Marquette proceeding now, 
before further expense and effort is expended in the 
forthcoming struggle in the Supreme Court of Canada. 
We do not give our blessing to a doubtful past; we 
clear the way for the growth and development of our 
air transportation system in the affected area which, 
in this case, we judge to be more important." (131) 


We think the Board's reasoning in the Marquette case is appli- 
cable to the instant situation. The only way local service in Ohio and 
Indiana can be developed in the near future is by taking steps to ter- 
minate the litigation which is preventing the prompt development of 
air transportation in the area. 

3. The acquisition would hardly be in consonance with the 
Board's essential reason for establishing independent local service car- 
riers: the advantage of an independent carrier specializing in serving 
the needs of a particular 
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area. North Central today has the third largest mileage of the local 


service carriers and now extends from Grand Forks, North Dakota to 


a BK 
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would be extended as far east as Pittsburgh. The Ohio-Indiana area is 


Chicago and Detroit.— If the acquisition were to be consummated it 


certainly a different region than the Minnesota, Wisconsin territories, 
where North Central is now centered. 

Many of the arguments advanced in favor of the acquisition are 
likewise to a considerable degree not in consonance with the Board's 
primary purpose in establishing separate local service carriers. Many 
of these arguments would be applicable to the consolidation of any two 
adjacent local service carriers: potential savings through unification 
of management; new one-carrier Service; new one-plane service. We 
shall discuss some of these arguments briefly. 

a. Potential savings from integration of the two carriers. 

The Bureau's witness, Mr. H.H. Reizenstein, testified as follows on 
this point: 


"BAO-R-4 shows the Bureau's estimate of the 
breakeven need which it believes would have resulted 
from North Central's operation of the two routes, if 
they had been integrated during the year ended March 
31,1955, assuming all mileages and traffic as actually 
experienced plus the estimated effect of an additional 
daily round trip between Chicago and Cincinnati. - This 
difference, between the total breakeven need of the two 
carriers under separate managements, and the Bureau's 
estimate of the breakeven need, had the routes and 
operations been integrated, is $476, 688. Note that this 
applies to a past, not a future period. 


7 North Central also has numerous pending applications in other 


areas, several of which would extend it as far west as to Denver. See 
e.g. Docket Nos. 7691 and 7058. 
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"In analyzing Bureau of Air Operations Exhibit 
BAO-4, it should be kept in mind that in using any 
method of estimating possible cost savings resulting 
from integration or merger of two carrier systems, 

a considerable saving in mail pay requirements will be 
indicated in almost every case where the route of one 
carrier is treated as an added operation by another 
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carrier. In fact, it is only when the surviving carrier 
is the most expensive operator by a substantial margin, 
in terms of unit costs, that a savings would not be indi- 


cated. 


''An inherent feature of the Bureau's method is 
that this saving will vary in amount depending on the 
financial results which the two carriers have experienced 
in the past. In addition, the method used by the Bureau 
assumes that a certain amount will be saved through the 
elimination of one of the two managements. 


"It should be noted also that the estimate of savings 
in breakeven need in BAO-R-4 does not attempt to reflect 
the effect of any non-operating financial adjustments 
which would have occurred as a reSult of the integration 
of the two systems. For example, no consideration has 
been given to the effects of items Such as profit or loss 
on the sale of Lake Central's Pratt and Whitney powered 
DC-3's and the purchase of Wright powered equipment as 
replacements, the change in unit aircraft depreciation 
costs to the surviving carrier, the Federal and State 
taxes on such profits, the offset which such profits 
might cause in the event of a reopening of the mail rate, 
or of labor protective provisions established in connection 
with such an integration."" Tr. 1859, 1860. 


The. estimate of reduction in breakeven need mentioned above . 





covers a recent past year. It applies to a future year under the follow- 


ing assumptions: 
(1) The top management of one carrier (with no significant ex- é 
pansion) replaces the two managements previously existing. * 
(2) All costs attendant on the merger of the two systems have ‘ 


been met and no longer affect operations of the integrated companies. 
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(3) North Central's present favorable differential as compared 
with Lake Central in the rate of operating expenses will persist into the 
future, and North Central will be able to operate the combined systems ‘ 
at or near its present level of unit costs. 
With respect to the labor protective provisions, North Central's 
final estimate was that these would involve a liability of approximately 


“i »~ 
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$45,000. If traffic increases more than North Central's estimated 
growth rate, this figure can be reduced; if traffic should decline, the 
figure may be somewhat larger. 

It is probable that there will be economies accruing from the 
addition of the routes of Lake Central to the routes of North Central. 
But it is also probably true that reductions in unit cost could be achieved 
by enlarging the size of Lake Central through the award of new routes. 

b. New one-carrier service. Exs.BAO-5 and 6 indicate that 
the number of passengers who would be convenienced by the proposed 
new one-carrier service combinations made possible by the acquisition, 
would be a very small percentage of the total traffic carried by either 
carrier. Ex. BAO-R2, page2, indicates further that a considerable 
portion of this proposed new one-carrier service would not be an im- 
provement over the existing service provided by a combination of trunk- 
line and local carrier service. For example, between Dayton and 
Milwaukee, four TWA 
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(Dayton-Chicago) daily round trips could connect at Chicago with North 
Central. Three of these were nonstop, and would require one hour less 
time than the one carrier multi-stop service proposed by Narth Central. 
(Ex. BAO-R2 p. 2) 

c. New one-plane service. The possible new one-plane service 
would also be fairly small. Here, again, much of this service would not 
be an improvement over that now provided by a combination of trunkline 
and local carrier service. In most instances, the proposed one plane 
service would be at a competitive disadvantage, owing to the multi-stop 
restrictions inherent in the certificate of North Central. For example, 
between Milwaukee and Indianapolis: Eastern Air Lines offers 10 daily 
round trip flights which could connect at Chicago with North Central for 


onward journey to or from Milwaukee. Here, also, approximately one 


hour extra would be required for North Central's projected one plane, 
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multi-stop flight, than for the existing connecting service. (Ex. BAO-R2, 
p. 2) 

4. During each of the three years ending June 30, 1953, 1954, 
1955, Lake Central has shown an improvement over the preceding year 
with respect to revenue and ratio of breakeven need to commercial 
revenue. Revenue passenger miles have increased from some 
eight million to approximately 17 million, (Appendix A). Part of this 
gain is attributable to some increases in route mileage and in part to 


the general 
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rise in traffic which has occurred throughout the country during recent 
years. It is also reasonable to conclude that part of this gain reflects 
the increasing ability of management to develop the potential of its routes. 
Lake Central's ratio of breakeven need to commercial revenue has de- 
creased from 2.88 to 1.53 during the past three years, ending June 30, 
1955. This ratio declined significantly during 1955: 1.99, first quarter; 
1.21, second quarter; 1.01, third quarter. Appendix B. The carrier's 
new mail rate, effective May 1955, indicates a reduction of some 
$119, 000 in annual mail pay. Order No. E-9513. 

9. The success of any merger depends in part on the harmony 
that will develop in the future between the two organizations. We were 
impressed at the hearing with the open hostility that now exists between 
the Lake Central and North Central groups. The Lake Central people 
believe that North Central has attempted to destroy their existence by 
unfriendly advertisements in newspapers and interfering with bank 
financing that was in process of completion. See Exhibits LCES-563, and 
565; Tr.1767, 1082-1099; 1142-1159. 

We suggest that the existence of such attitudes will not be con- 


ducive to the teamwork that is required to make a success of a merger. 
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CONCLUSION 
The paramount public interest factor in this proceeding is to 
ensure that the best local service and transportation be provided in the 
Ohio-Indiana area with the least delay. Approval of the instant agree- 
ment will delay the time when this service will be possible; disapproval 
will provide the opportunity for prompt development of the potentialities 
of the area. The Bureau believes, therefore, that the public interest 
will be best served by disapproval of the acquisition. 
Respectfully submitted, 


SEYMOUR WENNER, Bureau Counsel 
HOWARD H. REIZENSTEIN 


For the Bureau of Air Operations 


Washington, D. C. 
March 2, 1956 
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INITIAL DECISION OF EXAMINER PAUL N. PFEIFFER 
Served: June 26, 1956 
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The Potential Self-Sufficiency of Route 88 

The first principal question to be decided is whether route 88 as 
presently constituted and as proposed for extension is reasonably capable 
of self-sufficiency in the foreseeable future. Certain facts are preeminent. 
First, the route is small extending only 1447 miles principally in the 
Ohio and Indiana area. The average ticket is therefore only $9. 18. 
Secondly, there exists heavy trunkline competition utilizing faster and 
more comfortable aircraft as has been previously described. 22/ Thirdly, 
although there has been substantial passenger traffic growth in the last 
five years -- over 700 percent since the latter part of 1950; nevertheless, 


the airline is today far from self-sufficiency. Its load factor of 33.95 per- 


cent is the second lowest in the local service industry. £2/ Each passenger 


~~ 
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flown costs the Government an average of $12.07 in subsidy as compared 
to only $9. 18 paid by the passenger. In contrast North Central's subsidy 
is only $3.48 per passenger as compared to $11. 41 paid by the passen- 
ger for his ticket. Lake Central's non-mail revenue is less than half its 
total operating expense -- 44.53 per cent to be exact -- and it is receiv- 
ing mail pay at a rate of 65.45 cents per revenue plane mile as compared 
with North Central's 26. 34 cents. 

Of 13 local service carriers Lake Central ranks No. 12 in break- 
even need mail pay per mile (64.98¢). Of 10 such airlines operating DC-3 
equipment only, Lake Central has the highest total operating cost per 


revenue mile 


39 / See page 19 supra. 


60/ This and ensuing data based on Form 41 reports for the year 
ending December 31,1955. See page 18 supra. 
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(117. 16¢). In terms of average system load factor Lake Central ranks 
No. 12 of the 13 carriers (33.95 percent). 

In contrast, North Central ranks No. 2 in break-even need 
(22.96¢), No.2 lowest among DC-3 operators in total operating costs 
(102. 80¢) and No.4 in load factor among all local service airlines based 
on standard seating capacities (50 per cent). 

It has been argued extensively by the Bureau of Air Operations, 
the Indiana State Aeronautics Commission and The Employees that Lake 
Central can achieve relative self-sufficiency within a reasonable time 
if the Board would award route extensions pending in the Lima-Detroit 
Service Case and the Erie-Detroit Service Case. No substantiating evi- 
dence was introduced to show that such extensions would actually relieve 
Lake Central's dependence upon mail pay support to any degree. Actually, 
such extensions may tend to increase rather than decrease Lake Central's 
dependency upon Federal subsidy support. The extension of a local ser- 


vice carrier operating at a total cost of $1.17 per mile earning only 52 


‘ 
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cents per mile in commercial revenues would in all probability involve 
additional total subsidy even though unit costs may be somewhat reduced. 
How much additional subsidy may be involved will, of course, be deter- 
mined by the Board in the appropriate proceedings instituted for that 
purpose and by the test of experience if Lake Central is successful in 
obtaining the extensions sought. 

In any event in the absence of affirmative proof that such ex- 
rr tensions if granted would improve Lake Central's subsidy picture, no 

conclusion favorable to the position of the proponents may be drawn 


herein. 


” [3727 | 
: The Board had an opportunity to solve some of Lake Central's 
problems through the award of the Detroit-Chicago local service route 
in the Chicago-Detroit Route 7 Local Service Case, £1/ However, in that 
case the Board failed to adopt the Bureau's position favoring Lake Cen- 
tral and instead chose North Central for the lucrative route. As dis- 
senting Member Adams put it: 
"Without such strengthening (improvement in route 
structure), the carrier's (Lake Central's) dependence upon 
subsidy mail pay support will undoubtedly continue to in- 


crease and the majority's decision herein may well, there- 





| . fore, be the first step toward Lake Central's disappearance 
from our local air carrier group." 62/ 

Although the Board's decision favoring North Central has been appealedos/ 
P by Lake Central the North Central service has gone into effect. 

It would appear that the majority decision in the cited pro- 
ceeding unless reversed by the Courts has paved the way for the proposed 
acquisition herein. The Chicago-Detroit local service route could well 
have placed Lake Central on the road to self-sufficiency. Without this 
extension the prospect of successful expansion in the Ohio-Indiana area 


appears dim. 
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From the foregoing it cannot be concluded that the extension of 
Lake Central to the proposed new points would enhance its degree of self- 
sufficiency. Unit costs may be reduced somewhat through route exten- 
sions but the additional mileage flown will almost certainly involve sub- 
stantial additional Federal subsidy, thus postponing the date of self- 


sufficiency indefinitely. 


61/7 Docket No. 6411 et al. decided February 28, 1955 
62/ Id. Dissent P.5 
63/ Oral argument in D.C. Court of Appeals was held May 4, 1956. 
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It is therefore concluded that Lake Central's route No. 88 has 
no foreseeable prospect of achieving self-sufficiency. On the other hand 
North Central is receiving mail pay at a rate of only 26.34 cents per 
mile. Under these circumstances it behooves us to consider very care- 
fully any proposal which offers improved service at reduced cost to the 
Federal Treasury. 

Service Improvements Stemming from Integration of Route 86 and 88 

The Lake Central Employees, the Bureau of Air Operations and 
the Indiana State Commission of Aeronautics have steadfastly maintained 
that there is little relation between routes 86 and 88 and that a merger 
will not result in a well-integrated system. The Employees base their 
argument upon an analysis of two North Central exhibits which show that 
out of a projected 28,589 passengers who traveled between North Central 
and Lake Central cities during the period September 17 through 30 of 
1954 and March 1 through 14 of 1954, 20, 750 were transported to or ‘ 
from Detroit (for which Lake Central has applied in the Lima-Detroit 
Service Case) and actually only 520 passengers on an annual basis were 





exchanged between Lake Central and North Central Airlines. In terms of ’ 
interline revenue exchanged with Lake Central during the period January 
1, 1954, through October 31,1955, North Central ranked third behind 
Piedmont and Allegheny. In terms of interline revenue received from 
other local carriers by Lake Central, North Central ranked behind 
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Allegheny and Ozark and only slightly ahead of Piedmont. For the year 
1955 through October, Lake Central delivered to 
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North Central $9,684 in traffic and received $8,312 making a total of 
only $17,996 in traffic revenues exchanged. The highest local service 
carrier exchange involving Lake Central was with Ozark -- the figure 
being $23,855. 

What is the reason for the small amount of traffic exchange ? 

The opponents of the merger suggest that trunkline competition plus the 
lack of affinity between the two areas provides the answer. However, 
review of the March and September 1954 North Central and Lake Central 
schedules in effect when the surveys in question were made suggests that 
the real answer to the paucity of interline traffic is that the existing con- 
necting local service between the two areas was inadequate. 

Analysis of the March 1954 schedules shows that of two Lake 
Central flights serving Chicago, the first originated at Indianapolis 
stopped at Lafayette and Gary and arrived at Chicago at 8:01 A.M. This 
flight must have connected with an 8:10 A.M. North Central northbound 
flight - an obvious impracticability weather and mechanical conditions 
being considered as well as the necessity for transferring baggage. The 
next available northbound flight was at 9:45 which proceeded through 
Madison to Minneapolis. The next available flight which would have served 
points between Green Bay and Hancock-Houghton departed at 12:20. 

The afternoon Lake Central flight coming up from Pittsburgh through local 
stops arrived at Chicago at 4:35 p.m. The first available North Central 
plane to local destinations departed at 6:00 and another at 6:30 p.m. 
Southbound, the same story is told; Lake Central's morning flight de- 
parted Chicago at 8:45 a.m. too early to have connected with North 
Central's flights from Minneapolis which did not arrive at Chicago until 
11:02 and 11:25 a.m., respectively. In the evening Lake Central's flight 
departed Chicago southbound at 5:20 p.m.; North Central's 


ss 
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connecting flights from local stops arrived at 3:30; 5:27 and 7:27, this 
rendering only the 3:30 flight practicable and that involved an hour and 
50 minute lay-over. 

In September, 1954, substantially the same situation obtained. 
Lake Central's 8:15 p.m. flight into Chicago arrived only 15 minutes be- 
fore take-off on North Central at 8:30. The 9:00 and 10:00 flights were 
more convenient but stopped only at some points between Madison and 
Minneapolis-St. Paul. Lake Central's evening flight arriving at Chicago 
at 5:58 made a reasonable connection with North Central's 7:00 and 7:15 
p.m. flights also providing service principally between Madison, Milwau- 
kee and Minneapolis-St. Paul. Southbound, North Central's first flight 
into Chicago from local points arrived at 11:43 a.m. several hours after 
Lake Central's 8:35 southbound departed from Chicago. In the evening, 
North Central's local flights arriving at 6:24 and 7:53 p.m. did not con- 
nect with Lake Central's 6:25 p.m. southbound flight. Several hours lay- 
over is necessary if the earlier North Central flights were taken for the 
return journey. 

It is apparent from the foregoing that the evidence concerning the 
small number of passengers traveling between Lake Central cities 
and North Central cities on the two carriers in question during the survey 
periods in 1954 must be read in connection with the lack of reasonable 
roundtrip connecting service between the two companies. A conclusion 
that there is a lack of 


[3731] 
integration between the two areas based upon traffic flow alone would be 
unsound. The only true test of whether the two routes integrate is where 
there has been adequate connecting or interchange service. Neither has 
occurred in this case. There is no reason why through-service such as 
proposed by North Central as a result of the acquisition cannot benefit 
considerably more than 520 passengers annually since both areas have 


common interests in the form of a large agricultural population and the 


id 
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presence of several industries operating as suppliers of automobile 
manufacturing plants. 

The Bureau of Air Operations together with The Employees and 
the Indiana Aeronautics Commission maintains that the existence of ex- 
cellent trunkline service between the Lake Central points and the prin- 
cipal cities on North Central's route including Detroit, Minneapolis, and 
Milwaukee precludes integrated local service development. This view, 
however, is not shared by the city representatives who have traveled in 
the area and appeared at the hearing. Practically all of the city repre- 
sentatives have endorsed the virtues of single carrier through-plane 
over connecting two-plane two-carrier service. One of the individuals 
in particular, Mr. Francis J. Trecker, a member of the Air Service 
Committee of the Milwaukee Association of Commerce, gave as his 


opinion the conclusion that if the time differential favoring connecting 


trunk-feeder over through-feeder line service were twice as long, he 


would still prefer the through-service because of the security provided 
by the single-carrier one-plane operation. Connecting service at best 
is unreliable due to weather and mechanical difficulties. This is partic- 


ularly true where trunkline schedules are geared to regional, trans- 
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continental, and long-haul traffic demands between high density traffic 
centers rather than those for local service. Where the total trip involved 
is a scant 200 to 500 miles, the advantages of one carrier through-plane 
service over two carrier connecting service are magnified. Mr. Trecker 
further testified concerning the difficulty of obtaining satisfactory reser- 
vations on connecting carriers. Obviously, it would be more simple to 
obtain reservations on a local service airlines operating at load factors 
of approximately 50 per cent for the through flight than to rely on connect- 
ing trunkline service involving passengers between high density segments. 
Then there is also the uncertainty involved in transferring baggage among 


connecting carriers. Mr. Trecker appears to have aptly reflected the 
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average traveler's point of view in his statement that only if the time 
differential were 4 to 1 in favor of the trunk-feeder combination would he 
hesitate in choosing the through-plane local air service. 


Both Lake Central and the Bureau rely upon the decision of the 


Board disapproving the Southwest-West Coast Merger Lis as a precedent 


which cannot be reconciled with a finding that the merger of North Cen- 
tral and Lake Central would not be inconsistent with the public interest. 

Whatever one may think of the desirability of leaving the two 
West Coast airlines dead-ending at Medford,Ore., it is clear that the 
decision in that case was based upon what was then believed to be two 
more beneficial mergers, namely, West Coast-Empire and Southwest- 
Bonanea oo At that time, the Board was in a position to more forcefully 

- persuade local service airlines to 


647 +14C. A.B. 356(1951) 
65/ ss Id at p. 358 
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merge because of the fact that they were then operating on temporary 
certificates which need not necessarily be renewed if the public interest 
dictated otherwise. No such alternative is present or possible herein. 

At the present time both Lake Central and North Central possess 
permanent certificates authorized by Act of Congress. Also by Act of 
Congress they are entitled to mail pay covering break-even need plus a 
reasonable return on investment for operations over the routes permanently 
certificated subject to findings of honest, economical, and efficient opera- 
tion. The incentive to merge to avoid extinction is therefore no longer 
present. 

It may well be that the original intention of the Board that route 
No. 88 be carefully evaluated from the standpoint of possibly dividing it 
among Ozark, Allegheny, and North Central might, upon extensive investi- 
gation after hearing, have shown considerable merit -- perhaps more 


merit than the proposed acquisition herein. However, such investigation 
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and dismemberment are now impracticable by reason of the permanent 
certificates legislated by the Congress and the proceeding was therefore 
dismissed by the Board on April 10, 1956. 56/ 

As has been previously indicated, route No. 88 stands as the 
second most uneconomic route among the local services. Since termina- 
tion or dismemberment are no longer possible, the proposed acquisition 
by North Central is the sole remaining alternative now before us. 

In view of the foregoing it is difficult to find that with proper 
through-plane service Routes 88 and 86 cannot successfully integrate. The 


66/7 Order No. E-10, 182. 
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past history of non-integration is based upon poorly connecting schedules 
which are not an adequate substitute for single carrier through-plane 
service. North Central not only proposes through-plane single carrier 
service, but also a substantial increase in schedule frequency over the 
present two round trip daily Lake Central operation. North Central pro- 
poses to inaugurate six through-plane schedules immediately upon approval 
of the acquisition. Six months thereafter, operations along route 88 would 
be increased from 220, 000 to 316, 000 miles per month involving three 
additional round trip through flights between cities in the North Central 
and Lake Central areas. This increased service coupled with the proven 
willingness and ability of North Central to advertise intensively and suc- 
cessfully promote traffic cannot fail but substantially improve the service 
over that presently existing along both routes. 

The Employees argue that if the merger were disapproved they 
can obtain the necessary financing to accomplish the same result as would 
the merger. In the first place there would be no through-plane service 
along the two routes. If The Employees are successful in voiding North 
Central's agreement with the Weesners one can hardly expect close coopera- 
tion between the two companies in providing through service by interchange 
or by efficiently connecting schedules. 
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Secondly, it is not so clear that The Employees can obtain ade- 
quate financing to substantially improve service over route 88. Confidence 
in present management is lacking according to the testimony of many of 
the city witnesses. Two representatives from Gary testified that as busi- 
nessmen they would not invest in Lake Central under present management 


even if the acquisition were disapproved. One threatened depriving Lake 
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Central of its rights to land at Gary until long overdue obligations were 
vais. Others compared the two airlines in aggressiveness and 
progressiveness and found North Central's management to be superior 
by a good tar pinn The fact that the Lake Central management was 
quick to raise salaries of The Employees at the time they placed bank 
loans payable in 24 monthly installments to cover the purchase of the 
Weesner stock through payroll deductions, while at the same time leaving 
company obligations at Gary and Columbus unpaid was not such as to en- 
gender the good will and support of the Route 88 communities. The Colum- 
bus representative's remark that he was not worried about Lake Central's 
$1500 outstanding obligation to his community since either North Cen- 
tral or the Federal Government would honor it and the complaints of 
Gary representatives concerning Lake Central's service do not speak 
well for Lake Central's public relations. ©2/ Similarly, the alacrity with 
which the Lake Central Employee Stockholders bound the airline to pay 
legal fees of the Weesner attorneys (presumably covering the service 
rendered in issuing the legal opinion that North Central had breached the 
original agreem ent with the Weesners), the indemnification of Dr. Stewart 
for loss arising out of the pending North Central suit, and the commitment 


of the corporation to defray The Employees’ expenses in opposing the ac- 





quisition in this very docket, while the airline itself adopted a neutral 


position, suggests that The Employees may have managed Lake Cen- 





tral Airlines, Inc., a corporation more than 50 per cent supported from 


public funds, for their 


‘¥y 


<3 (footnotes on next page) 





67/ Tr.. 502, 517. 

68/ The Gary witness testified that "We would have been better off if 
the Lake Central just dropped out of that locality, so that we could get 
someone who would really develop the business there. It is there. We 
know it is there." Tr.515. 

69/ Tr. 1480 

10/ See summary of evidence, supra, at pp. 11, 12, 15. 
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personal ends rather than in the public interest. 

On the other hand Bureau Counsel describes Lake Central's 
management as well qualified, possessing a high degree of skill, 
courage, morale and technical know-how. Former C. A. B. Chairman 
Joseph J. O'Connell and present voting Trustee of Lake Central described 
them as "among the cream of the operating people in the local service 
picture."’ Unfortunately Mr. O'Connell's remarks were made without 
reference to the evidence in this proceeding T/ or greater weight could 
be given to his endorsement. Substantial weight must be given to the 
appraisal of the communities being served. Of these only the Aero- 
nautics Commission of Indiana located in Indianapolis displayed un- 
qualified confidence in the present Lake Central management. 

In addition The Employees have placed an impediment to outside 
equity financing by providing that one of the four basic objectives as con- 
trolling principles in their financial program be: "2. To retain em- 72/ 
ployee ownership and control to the greatest extent possible and practical." _ 
It is difficult to perceive how The Employees may be able to maintain 
control of the company with an $80, 000 investment financed out of pay- 
roll deductions and at the same time attract necessary additional financing 
to pay off outstanding obligations of $134, 360 as of December 1955, pur- 
chase two new aircraft at $100, 000 each, increase schedules from 220, 000 
to 316, 000 miles per month and institute an intensive saab a 

(a 


In view of the foregoing conSiderations it is concluded that the 


traffic promotion program, all as proposed by North Central. 
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proposed acquisition would not be adverse to or inconsistent with the 


public 
WU Tr; Lite 
12/ LCES Exhibit 471 


72(a)/ As of December 31, 1955, Lake Central had a negative total 
surplus of ($62, 951) compared to North Central's positive 
figure of $586, 920. 
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interest from the standpoint of improved service both in quantity and 
quality to the travelling public along Routes 88 and 86. 
Subsidy Savings Resulting From The Proposed 
Acquisition 

North Central has accepted Ki the Bureau's estimate of poten- 
tial Federal subsidy savings in break-even need deriving from the ac- 
quisition in the amount of $476, 688 annually based upon operations for 
the year ended March 31,1955, and including the egtimated effect of an 
additional daily round trip between Chicago and Cincinnati. This estimate 
assumes (1) that North Central's management will replace the two manage- 
ments previously existing and that all costs attendant on the merger of the 
two systems have been met and no longer affect operations of the integrated 
companies, (2) that North Central's favorable operating cost differential 
as compared with Lake Central will persist and (3) that North Central will 
be able to operate the combined systems at or near its present level of 
unit costs. In addition North Central estimates its liability under the 
labor protective provisions at approximately $45,000. The Bureau accepts 
this figure also but states that if traffic increases more than the estimated 
growth rate, this figure can be reduced, and conversely if traffic should 
decline, the $45, 000 figure may be somewhat larger. 

The Bureau's estimated reduction in break-even need is broken 
down as follows in round figures: $85,000 would be saved annually 
through reduced station expenses principally at the four stations now 


being served by both 


7a/ North Central, originally estimated savings during the first stage of 


the merger of some $650, 000 per year after taking into account the cost 


of protective labor provisions. (cont'd. next page) 
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(footnote cont'd. ) 
During the second stage the savings were estimated at $446, 000 annually. 
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carriers: namely, Chicago, South Bend, Kalamazoo and Grand Rapids. 
Other ground and indirect expenses also largely attributable to the elim- 
ination of the duplicate operations would be reduced by $221,000. A 
passenger revenue increase is estimated at $187, 000 annually. Thus, 
instead of a total North Central-Lake Central break-even need of 
$3, 344, 523 based on data for the twelve months ending March 31, 1955, 
the Bureau estimates a figure of $2, 867, 835 as total break-even need 
as a result of an integrated system operated by North Central. 

In opposition to the Bureau's and North Central's estimates, 
The Employees argue that the experience of the Monarch Airlines and 
Challenger Airlines merger into Frontier Airlines indicates that ground 
and indirect expenses increased steadily rather than decreased during 
the period 1950 through 1955. The same result is alleged to have been 


true of the Empire Airlines-West Coast Airlines merger. The reason ad- 


vanced by The Employees for this result is that overhead economies are 


offset by a dilution of management control over costs and traffic develop- 
ment in the merged company. The Employees also cite the Delta Airlines- 
Chicago and Southern Airlines merger and the Braniff Airways-Mid- 
Continent Airlines merger, as examples of increased costs resulting de- 
spite merger. North Central argues that the higher costs stemming from 
the latter two mergers were due to the acquisition of new flight equipment 
in the year following their consummation which substantially increased 
depreciation expense. 

It is not possible on this record to determine how much of the 
cost increases occurring after the named mergers were due to lack of 
cost control as alleged by The Employees or rather the introduction of 


more 
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modern equipment and the inflationary cost spiral which affected all air- 
line costs between 1950 and 1955. Nor is it possible herein to analyze the 
cost effect of route changes affecting the merged companies which may 
also have contributed to the cost increase. The best that can be done is 
to analyze the exhibits presented herein to determine the probable effect 
of the merger proposed in this proceeding. 

The Employees also attack the possibility of North Central's 
obtaining a substantial traffic increase in the Ohio-Indiana area by in- 
augurating additional schedules. They point out that the experience in 
Wisconsin-Michigan and Minnesota is not a valid measuring stick of what 
can be accomplished in the Indiana-Ohio area which is saturated with 


competitive trunkline service. They say that North Central's experience 


in the Milwaukee-Chicago segment where Northwest Airlines has apparently 


abdicated its position by failing to compete with North Central's frequent 
shuttle service through the use of modern equipment cannot be duplicated 
in the Indiana-Ohio area. 

The Lake Central Employees have shown similar pessimism with 
respect to their own ability to generate traffic over route 88. Dr. Er 
Selcuk, their economic consultant from Purdue University, has flatly 
stated that Lake Central's experience shows that there has been no cor- 
relation between advertising and traffic generation. 4’ This testimony is 
disputed by North Central which attributes much of its success in traffic 


generation to energetic promotion and advertising. 


74 Tr. 894-6. 
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There appears to be no substantial reason to reject the Bureau's 


estimates of cost savings. The Employees admit in their brief that where 


merger occurs and the surviving carrier is the lowest cost carrier, savings 


will be effected. The details of the projected savings at the four cities 
where duplicate facilities exist and the result of the elimination of the 








sa 
ty 
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Lake Central management have been adequately set forth in the North 
Central exhibits and are corroborated by the Bureau which must be con- 
sidered as entirely disinterested in view of its general opposition to the 
proposed acquisition. On the other hand North Central's estimate of 
$1, 400, 000 passenger traffic increase over Route 88 during Phase II of 
the combined operation appears to be considerably over-optimistic. The 
Bureau's more modest figure of $187, 000 increase for both routes due to 
greater schedule frequency and application of North Central's higher 7 
cents per mile yield appears to be more realistic. 

The $45, 000 estimated employee protective conditions expense 
may also be reduced by reason of the fact that antipathy exists between 
the Lake Central employees and North Central with the result that many 
Lake Central employees may seek employment elsewhere rather than exer- 
cise their reemployment rights. This is the testimony of Lake Central's 
witnesses Donald S. Getchel, Vice President Traffic and Sales, and Dr. 
John R. Paulsen, Director of Personnel, at the hearing pevein. 2a" 

The Employees argue that savings alone have never been sufficient 
reason for the Board to approve a merger and further that if 


15/ Mr. Getchell stated that "many" of the 150 employees under his juris- 


diction made the flat statement that they would never work for North 
Central Airlines (Tr.975). Dr. Paulsen stated that there would be a 
"rather high turnover” after the merger takes place. (Tr. 910). 
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savings were the principal consideration, then all the feeder lines should 


be merged. Be that as it may the Board is under a duty to take necessary 
steps to reduce the amount of federal subsidy. If the travelling public can 
receive an improved service at less cost to the taxpaying public, it is 
difficult indeed to find such a proposal to be adverse to the public interest. 
Here the statistics indicate that Lake Central is the second weakest car- 
rier of the 13 local service airlines. North Central ranks among the 


strongest by reason of its rich Chicago-Milwaukee and Chicago-Detroit 
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segments. By contrast there appear to be no segments in the Indiana- 
Ohio area which are comparable in strength to those of North Central. 

It is therefore possible, in addition to the savings resulting from elimi- 
nation of duplicating facilities and management, for North Central to ab- 
sorb the Ohio-Indiana route and spread the operating economies and traf- 
fic benefits of a larger and stronger system over the weaker route so 
that the latter route may be supported with less Federal subsidy. In 
addition, the savings thereby effected may be used to offset the cost of 
the route extensions proposed by Lake Central in the Lima-Detroit, 
Detroit-Erie and Portsmouth Proceedings, Docket Nos. 7480, 6927 and 
7887 respectively. 

Finally The Employees’ argument joined by the Indiana Aeronautics 
Commission that the acquisition will cause North Central to neglect Indiana- 
Ohio local service in favor of its trunkline ambitions, remains unsupported 
by the facts. North Central is already a large local service airline, yet 
since early 1954 it has consistently reduced its operating costs and in- 
creased its passenger revenues until its record ranks among the best of 
the local service carriers. It operates more frequent schedules than Lake 
Central and appears to have the support of communities it serves as well 
as some Lake Central serves judging from the testimony given in this pro- 
ceeding. As previously indicated it is not believed that the Indiana-Ohio 
area can Support a specialist carrier without substantial Federal subsidy 
indefinitely. Whereas here it appears that the applicant can render im- 
proved service for less subsidy, the desire of Indiana for a specialist 
local service carrier of its own at Federal expense cannot be acorded 


paramount consideration. 
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Suppose this carrier were to exhibit trunkline ambitions by seek- 
ing relief from multi-stop operating restrictions and gravitating toward 


larger and more modern equipment. Would such a program be inconsistent 


with the public interest? In the first place adequacy of local service lies 
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within the control of the Board. Skip-stop authority can be limited only to 
schedules in excess of an adequate minimum of every-stop services. 22! 
On the other hand skip-stop service itself represents a public convenience. 
So does more modern aircraft. With the expansion of the regional trunk 
routes into major traffic centers (e.g. Continental to Los Angeles and 
Chicago, Delta and Braniff to New York) there may well be room for the 
local service carriers to step into the shoes of the regional carriers in an 
effort to accelerate the former carriers’ self sufficiency. 

But these are matters of overall policy for the Board to decide 
dehors this proceeding. Suffice it to say that for purposes of this case The 
Employees’ fear of North Central's gravitation toward trunkline stature 
as a result of the proposed merger may have substance, but such a result 
may be found not necessarily to be inconsistent with or adverse to the pub- 
lic interest. 

In view of the foregoing considerations it is concluded that the 
Bureau's estimate of annual cost savings of $476, 688 to be derived from 
the proposed merger is reasonable and that the realization of such savings 
through approval of the proposed acquisition would not be adverse to the 


public interest. 


15a/ Panama City, Florida - Atlanta Investigation, Docket No. 7233 et 
al., decided May 29,1956, p.11, mimeographed opinion. 
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Fitness of the North Central Ownership and 
Management 


The Employees charge that the North Central ownership and 
management is unfit to assume the large responsibilities of the proposed 
merged carriers and that this fact should be taken into consideration in 
determining whether the proposed acquisition is consistent with the pub- 
lic interest. At the same time The Employees maintain that the fitness of 


the Lake Central management is not a proper issue in this proceeding. 
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The grounds for the charge against the North Central manage- 
ment are fourfold: First, that North Central underwent a refinancing pro- 
gram beginning in March 1954 through the sale of $215, 000 worth of 6 
per cent debentures convertible into common Stock at $3.00 a share, 
thereby enabling Mr. Arthur E. A. Mueller, Chairman of the North Cen- 
tral Board of Directors, to realize a fabulous insider's profit and to be- 
come the holder of an unusually high interest bearing investment at a 
time when such refinancing was no longer necessary. Second, that the 
Mueller family speculated in North Central common stock during the pen- 
dency of its mail rate proceeding in violation of the Board's regulations. 
Third, that North Central has attempted to bring improper pressure to 
bear upon the Board in favor of the acquisition through an advertising 
campaign in Route 88 city newspapers involving promises of greater 
financial stability and civic responsibility and prompt resolution of all of 
Lake Central Airline's business obligations and commitments, and in- 
creased and improved service to the cities. Fourth, by filing a complaint 
against Dr. R. B. Stewart, 
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Chairman of the Lake Central Board of Directors, and also formerly a 
member of the North Central Board of Directors, for breach of fiduciary 
relationship to North Central which was dismissed by the Board on 
January 9,1956, by Order No. E-9900. 

Considering the charges seriatim it appears that in March 1954 
when Mr. Carr took over the management of North Central, that company 
showed a negative working capital of $738, 000. At that time the manage- 
ment decided to sell the debentures at a face value of $300, 000, thus, 
indicating a willingness to operate with $438, 000 of negative working 
capital. At the time the debentures were actually offered for sale (Sept. 
through Dec. 1954) the negative working capital position had improved to 
$379,000, North Central having reduced its costs, traffic having picked 


up somewhat, and subsidy and depreciation charges in the amount of 
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$144, 209 for the first three months of 1954 having been received. 

The argument has little merit. A company with $738, 000 nega- 
tive working capital or even a $379, 000 negative working capital position, 
Such as was in effect in September 1954, can hardly be said to be out-of- 
line by seeking to obtain additional working capital. In this case the air- 
line had in mind and actually carried out a substantial increase in its 
schedules resulting in substantial new traffic generation. Instead of re- 
opening its mail rate proceeding and requesting an increased mileage 
allotment supported by Federal subsidy as did Lake Central in a similar 


[3745 ] 
situation, £67 North Central proceeded by borrowing the necessary funds 


from private investors. 

Secondly, the funds could have been advanced to North Central 
through an outright loan by Mr. Mueller at the same amount of interest. 
Instead an attempt was made to persuade all the then-existing stock- 
holders of North Central to purchase the debentures, Mueller agreeing to 
pick up those unsold in the amount of $200,000. As the transaction turned 
out the Muellers subscribed to $174, 000 worth, only $40, 800 worth having 
been taken by persons other than the Mueller family. 

The fact that the debentures are now worth $200 each and that 
the common stock to which they were convertible at $3.00 has advanced 
to over $8.00 per share, so that the Mueller interests have a substantial 
paper profit, does not reflect adversely upon management, ownership, and 
fitness. At the time the debentures were sold the common stock was sell- 
ing between a low of $2.25 on November 29,1954, and a high of $2.75 on 
December 15 and 16,1954. It is easy to state now that the local service 
airlines have received permanent certificates, and after there has been 
a substantial traffic increase over route No.86 as well as the award of 
the Chicago-Detroit local service route (February 28,1955), that the de- 
benture offering was unnecessary and purely a device to enrich insiders. 


However, foreseeably at the time they were contemplated in 


(footnote on next page) 
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76/ Official notice is taken of the Lake Central petition to adjust its 
Final mail rate and to fix a new temporary mail rate, filed in Docket 

No. 7127 on May 2, 1955, which petition sought $1, 707, 316, an increase 
in mail pay in the amount of $127, 062 over the amount previously being 
received under order No. E-8107, adopted February 16,1954, in order 
to support increased schedules over Route 88. This petition was sub- 
sequently amended on July 18,1955, so as to ask for $1, 506,911, almost 
$200, 000 less than the first petition only two months earlier. The Board 
granted only $1, 399, 328 on January 3, 1956 (order No. E-9896). 


[37.46 ] 
March 1954 and actually sold in September and December 1954, the future 
of North Central was more than slightly uncertain. The ability to secure 
private financing even at high interest rates and coupled with incentive 
common stock convertible features is important to an airline with a sub- 
stantial negative working capital. North Central's recovery from an al- 
most bankrupt condition in the spring of 1954 may be attributed, at least 
in part, to its ability to obtain financing from the Mueller interests. The 
fact that only $40, 800 of these high interest bearing debentures were sold 
to persons other than the Mueller family is indeed evidence of the diffi- 
culty of obtaining financing faced by management at that time. 

It is therefore concluded that the flotation of the debentures in 
1954 does not adversely reflect upon North Central's management or 
ownership. 

The common stock transaction during the pendency of the mail 
rate proceeding presents an entirely different picture, however. It appears 
undisputed from exhibits and brief filed by North Central that between 
July 9,1954, and November 29,1954, the pendency of the mail rate con- 
ference in Docket No. 4999, common stock purchases were made by the 
Mueller family as follows: July 19,1954, 700 shares; July 28, 100 shares; 
August 7, 250 shares; August 17, 300 shares; August 18, 800 shares; 
and August 19, 500 shares, comprising a total of 2,650 shares. During 
this period the stock was selling from $2.50 a share on July 19, 1954, to 
$2.25 a share on November 29, 1954, at times going as high as $3. 12 1/2 
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a share. The stock has since sold as high as $8. 37 1/2 a share on 
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April 28,1955. An enforcement proceeding was brought against Mr. 
Meuller by the Board's office of Compliance on May 18,1954, under 
Docket No. 8028. It is understood that a stipulation of facts and consent 
to issuance of a cease and desist order is being executed. 

Counsel for North Central states that these purchases were 
made pursuant to open orders placed with brokers previous to the com- 
mencement of the mail rate conference, and that no orders for the pur- 
chase of stock were placed by the Muellers during the mail rate conference 
period. Counsel also contends that the amount involved was so small and 
inconsequential that they cannot be regarded as an attempt on the part of 
Mr. Mueller to speculate in these securities. 

Be that as it may, the purchase of these securities, even though 
pursuant to orders previously placed, is clearly in violation of section 
302. 314 of the Rules of Practice prohibiting the dealing in securities by 
officers of an airline undergoing mail rate procedures. 

Even though the stock was relatively stable during the period of 


the forbidden purchases, and did not show a substantial advance until near 


the end of December 1954 (so that it cannot be said that dealings during 


the prohibited period resulted in an immediate speculative profit), never- 
theless the application of the Rule 314 principle is sound. The Mueller 
family should purge itself of its wrongdoing by transferring 2, 650 shares 
of North Central's common stock to the treasury of North Central Airlines 
at precisely the price for which equivalent shares were purchased be- 
tween July 9 and November 29, 1954, transfer taxes and brokerage com- 


missions to be for the account of the Mueller family. 
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Approval of the acquisition will be conditioned accordingly. 


The third charge relates to the program of advertising among the 
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Lake Central cities, which has been described supra, at page 15. There 
| is no question but that the advertisement referred to had an adverse 
effect on the morale of the Lake Central employees. One cannot blame 
them for resenting the institution of such a campaign. In addition, the 
advertisement itself may be said to have overstated the case somewhat 
by suggesting that increased schedules could be rendered "now," although 
the advertising did contain a clause in large type indicating that the pro- 
posal was subject to the approval of the Board. The reference to Lake 
Central's pending unpaid obligations, while not calculated to make friends 
among the Lake Central employees, does not appear per se to have been im- 
proper. 

It should be recognized that the tactics used by North Central 

in this instance as well as its temporarily successful attempt to interfere 
with the bank financing of The Employee stock purchase (see page 12, 
supra) were taken in furtherance of an attempt to enforce the North Cen- 
tral-Weesner agreement, which North Central at all times considered in 
full force and effect and only to have been wrongfully breached by the 
Weesners' subsequent sale to The Employees, who, in turn, are now em- 
ploying every legal device to defeat North Central's rights thereunder. 


The record is replete with indications that both sides importuned 





the cities along both routes to appear in their behalf at the hearing. The 


attitude of the people who are receiving service along routes 88 and 
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86 is both relevant and material to the issue of the proposed change in 
management and ownership of the air carrier serving route 88, as well 
as the prospects, if any, of improvement in service that may be derived 
from joining the two routes. North Central may be justly criticized for 
having carried its campaign too far in the advertisement under discussion, 
but such action does not reflect upon the fitness of its management to 
operate the combined route. 

A similar conclusion results in connection with the complaint 


brought against Dr. Stewart in Docket No. 7327, which called for 


*%, 


‘ 
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revocation of Lake Central's certificate due to unfitness of management. 
This petition is another instance of unfortunate North Central's tactics 
in an effort to obtain enforcement of its agreement at a time when the 
Board appeared to be sympathetic to the transfer of the Weesner stock 
to The Employees. Under all the circumstances disclosed, these actions 
may be considered to have been taken in an excess of zeal rather than a 
reflection of managerial unfitness. The merits of the complaint were 
passed upon by the Board in its order of dismissal on January9, 1956 
[order No. E-9990]. 

Upon review of the foregoing, it appears that, apart from the 
action of the Mueller family in dealing in North Central's stock during 
the pendency of the mail rate proceeding, the charges of unfitness in 
management and ownership are not sustained by the evidence. It is signi- 
ficant that The Employees have not charged that North Central does not 
have the know-how, skill, and competence to manage Route 88 success- 
fully. Such a case could not be substantiated in view of the North Central 
management record in resurrecting that airline from near 


[3750] 
bankruptcy in 1954 to near self-sufficiency by the end of 1955. The Em- 
ployees have not advanced persuasive reasons why the North Central 
management is not able or fit to achieve improvement in service and sub- 
sidy Savings as a reSult of the proposed acquisition. 

The Employees contend that the fitness of their own manage- 
ment is not an issue in this proceeding. Of course, the fitness of both 
managements is a legitimate consideration to be taken into account as a 
public interest factor in arriving at a determination of whether the ac- 
quisition, which according to the proposal will result in a substitution of 
managements, will be inconsistent with or adverse to the public interest. 

Enough has been stated about the character of Lake Central's 


management, financial practices, and degree of community support as 


compared with that of North Centralt/ to warrant the conclusion that the 
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proposed substitution of North Central for Lake Central management 
would not be adverse to or inconsistent with the public interest, provided 
the Mueller family divests itself of 2,650 shares of North Central com- 4 
mon stock in the manner described hereinabove, if it has not already 
done so at the time of issuance of this decision. 
EMPLOYEE PROTECTIVE CONDITIONS 

Approval of the proposed acquisition would have an adverse 
effect upon the Lake Central Employees, in that they would lose control 
over the airline which they now may exercise by reason of the fact that 
out of a total of 312 employees 165 are also stockholders, with an average > 


of little less than 500 shares per employee -- no employee holding more 


T7/ See pp. 4, 11-13, 29-36, 60-62, 69-76, supra. 
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than 3,900 shares. In addition, during stage one of the proposed ac- 
quisition, lasting upwards of six months, 93 Lake Central employees 
would be displaced from their positions. The hardship may be ameliorated 
in the following ways: 

1. Through the imposition of employee protective conditions 
approved by the Board in the Continental-Pioneer Acquisition Case. 8/ 
North Central and the respective unions have agreed to the imposition of 
these conditions, and they will be attached as Appendix A to this decision. 7 
These conditions protect the pilots and all employees of Lake Central 
earning $6, 500 annually or under. “ 

2. Of the Lake Central management, Mr. Gwin Hicks, President, 
was offered a position with North Central in a public relations capacity ; 
covering responsibilities over present Route 88, at a higher salary, with 
stock option and bonus privileges. The offer was rejected. 79/ Robert W. i. 
Clifford, Vice President of Operations, was offered a position as a pilot 
with North mae, and he indicated that he would be willing to accept 


such a position. — 


| 


a 
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3. All Lake Central stockholders would be paid in cash in full 
for their investment. 
4. Lake Central employees, upon becoming employees of North 
Central, would be able to participate in the North Central employee 


718 / Docket No. 6457, decided December 7, 1954. 
79/ Tr. 1753. 
80/ Tr. 1086. 
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stock option plan on equal terms with the North Central employees. 

9. North Central's proposal to increase frequency of service 
over both routes 88 and 86 will accelerate re-employment of displaced 
Lake Central employees desiring to affiliate with North Central. 

The proposed acquisition would, however, eliminate Lake Central 
as an employee-owned airline. Although the Lake Central employees may 
participate in a North Central stock option plan, the number of shares 
involved in such a plan is necessarily limited so that undoubtedly the 
existing degree of employee ownership and control would disappear. 

There is a great deal of sentiment for having an employee- 
owned enterprise of any Kind, and particularly so in this case since Lake 
Central is the only one in the airline industry. To decree its termination 
through absorption by another airline is not a decision which occasions 
much joy. But the consideration of employee-ownership alone cannot be 
taken as a factor of sufficient weight to counterbalance the important 
elements of substantially improved service at savings in Government 
subsidy previously summarized. The interests of travelers over both 
Routes 88 and 86, and that of taxpayers all over the nation, in securing 
service along an expanded Route 88 at less than present subsidy cost must 
be taken fully into account, and when that is done the interest of 165 em- 
ployee stockholders in controlling their own airline becomes submerged. 


In the regulation of a subsidized industry in the public interest, it is 
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necessary to be alert to take advantage of every opportunity to afford the 
taxpayers and the travelers, and to a lesser extent shippers of air freight 


and express, the best service for the least cost. The evidence 


[3753 ] 
in this proceeding has established that these results can better be ob- 
tained through a combination of the two airlines in question rather than 
through their continuance as separate entities. 

It has also been argued by The Employees that resentment 
against North Central is so strong that integration of personnel will be 
well-nigh impossible. There is always resistance to change. In this case 
the problem is complicated by the struggle between the two airlines - 
North Central to enforce what it considers to be a perfectly valid purchase 
agreement with the Weesners - Lake Central to hold on to what it con- 
siders its own enterprise. The courts will decide that issue, and, if the 

| Board affirms the findings herein, it is believed that the resentment will 
dissolve of its own weight and the Lake Central employees will continue 
to serve air transportation along Route 88 under North Central's control. 
If not, North Central will undoubtedly be able to recruit new personnel. 

It is significant that the issue concerning employee unwillingness 
has been raised by Lake Central's management, which, of course, stands 
to lose its degree of control in the event of acquisition and is not covered 
by the employee protective conditions. It is equally significant that the 
unions representing the employees did not interpose any objection to the 
acquisition providing the proposed protective conditions are imposed. 
Actually, the record shows North Central to be a stronger carrier finan- 
cially than Lake Central, with an excellent record of employee relations. 
It would be difficult indeed to find, on this record, that the transfer of 
Lake Central employees to North Central management under 
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the conditions to be imposed herein would result in any hardship other 
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than the loss of the degree of control exercised over Lake Central which 
The Employees acquired and the Board approved specifically subject to 
the prior rights, if any, of North Central. 

In view of the foregoing considerations and all the facts of 
record, it is found that the proposed acquisition will not be inconsistent 
with, or adverse to, the public interest from the standpoint of the effect 
upon the employees of Lake Central, providing: 

(1) That the labor protective conditions as set forth in 


Appendix A are imposed herein; 


(2) That the Lake Central employees are permitted to participate 


in the stock option plan in force in North Central Airlines on the same 

basis as North Central employees in proportion to their number; and 
(3) That the Lake Central employee-stockholders are fully 

reimbursed by North Central for their investment in the Weesner stock. 


3 * * 


[3827] 


EXCEPTIONS ON BEHALF OF THE 
BUREAU OF AIR OPERATIONS TO 
EXAMINER PAUL N. PFEIFFER 


The Bureau of Air Operations takes the following exceptions to 
the Initial Decision of Examiner Paul N. Pfeiffer in this proceeding: 

1. The Examiner's conclusion that the Board should approve 
the acquisition on the grounds that this conclusion is clearly contrary to 
the weight of the evidence and on all the specific grounds advanced in 
our brief. 

2. The weight attributed by the Examiner to the conclusion 
that Lake Central is not likely to be reasonably self-sufficient in the 
near future while at the same time failing to conclude that the same is 
true of North Central in the reasonably foreseeable future. For the 
calendar year 1955, North Central's subsidy exceeded Lake Central's. 
Forms 41. 

3. To the Examiner's failure to find that "if this contract were 


approved it would be the first instance in which the Board ever approved 





f\ 
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an acquisition where one of the parties was unwilling 


[3828 | 
to consummate the agreement." The record is clear that both the ma- 
jority stockholders who negotiated the contract and the employees group 
have declared that the contract has been broken and are opposed to the 
consummation of the acquisition (Brief, page 6). The Examiner's find- 
ing that the above statement does not "entirely accord with the facts”, 
Initial Decision, page 45, is contrary to the facts of record. 

4. To the Examiner's conclusion that the contract must be 
taken as in full force and effect for purposes of this proceeding and the 
existence and probable duration of the Federal Court contract litigation 
is not a proper public consideration under section 408, etc. Initial 
Decision, page 9. The record indicates that litigation is going on and 
probably will go on for a fairly long period with respect to this agree- 
ment. The existence of serious and protracted litigation with respect to 
the agreements for which approval is sought and which will probably 
interfere with their consummation for a long period even if ultimately 


sustained is a fact which affects the public interest. 


The Examiner's conclusion ignores the significant fact that the 


existence of the contract and the litigation surrounding it is prev enting 
the full development of air transportation in the Ohio-Indiana area. 
Brief, page 7. 

o. The Examiner's inconsistency in concluding that Lake Cen- 
tral's service is adequate, page 48, and his apparent acceptance of 


criticism of Lake Central's service implying that its 


[3829 ] 
service is not adequate. 
6. To the Examiner's conclusion that the merger should be 
approved because route extensions in pending cases would not. improve 
Lake Central's relative self-sufficiency within a reasonable time. 
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Initial Decision, page 52. The Examiner attempts to refute the Bureau's 
argument which was directed to showing that a reduction in unit costs 
could be effectuated by enlarging Lake Central's route, by arguing that 
there is no proof that these extensions would reduce Lake Central's 

total need for mail pay. The fact is that almost all local service route 
extensions generally involve increases in subsidy. 

7. The Examiner's failure to find that both parties to the con- 
tract for which approval is sought in this proceeding bargained on the 
basis of advance knowledge of a Board decision which had not yet appeared, 
Tr. 718, and for his failure to draw proper inferences therefrom. 

8. To the Examiner's attempt to use a minority opinion in the 
Chicago-Detroit case to force a conclusion with respect to the intent of 
the majority opinion. page 53. This is without justification in the opinion. 

9, The Examiner has failed to take official notice of numerous 
applications presently on file and proposed for consolidation in the Great 
Lakes Local Service Investigation, Docket No. 4251, et al., in which 
Prehearing Conference has already been held. This proceeding affords 
an ample vehicle for extension of Lake Central's route system. 


[3830 ] 

10. The Examiner's suggestion that the "real answer to the 
paucity of interline traffic between Lake Central and North Central is 
that the existing connecting local service between the two areas was in- 
adequate", page 55. The record shows that the more probable reason 
is the existence of better services provided by trunkline and loal ser- 
vice connections. Bureau's Brief, pages 12, 13. 

11. The Examiner's conclusion on page 57 justifying the ac- 
quisition on the basis of improved inter-area service by a local service 
carrier, negates the entire conception of specialization by local service 
carriers. Brief, page 10. 


12. The Examiner's inferences based upon "increased service", 


page 60, fail to indicate that this service is merely proposed increased 
, = 
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service which will not become available unless traffic warrants it. 

13. To the Examiner's reasons for concluding that Lake Central 
could not secure adequate financing if it were relieved of the contract, 
and his failure to mention the testimony of the voting trustee, based upon 
a very complete knowledge of Lake Central's finances, that Lake Central 
could obtain adequate financing if it were freed of the present agreement. 
Dec. page 60; Brief, page 4. ) 

14. To the Examiner's adoption of the Bureau's estimate of 
cost savings reSulting from the proposed acquisition without adequate 
consideration of the qualification on its estimate expressly stated by the 
Bureau, particularly the Bureau's statement that reduction in unit costs 


could be achieved by enlargement of the size 


[3831 ] 
of Lake Central with the adding of new routes just as by combining it 
with North Central. Brief, page 12. 
Respectfully submitted, 


Seymour Wenner 
Washington, D. C. Bureau Counsel 
July 26, 1956 


[Certificate of Service] 
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BRIEF OF THE BUREAU OF AIR OPERATIONS TO THE BOARD 


INTRODUCTION 
In its Brief to the Examiner in this proceeding the Bureau 
opposed approval of the agreement between North Central Airlines, Inc. 
(North Central) and the Weesner interests (the majority stockholders) 
for the acquisition by North Central of the majority stock in Lake Central 
Airlines, Inc. (Lake Central). 
Our reasons were primarily that Lake Central can and should 


be made into a sound independent local service airline serving the Ohio- 
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Indiana area. The record indicates that Lake Central's two major 
difficulties, the smallness of its route and its shortage of capital can be 
eliminated. The Great Lakes Local Service Investigation, Docket No. 
4251, in which a prehearing conference has already been held, affords 
an ample vehicle for extension of Lake Central's route system; this is — 


in addition to the other opportunities for 
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expansion which were mentioned in our brief, page 3. And if the agree- 
ment to sell the majority stock to North Central were terminated, we 
believe that Lake Central could readily obtain the capital necessary to 
operate a sound airline. Brief, pages 3 and 4. 

We pointed out that litigation in the courts, with respect to the 
validity of the contract for which approval is sought, will undoubtedly 
continue for a considerable period; and that, until this litigation is ter- 
minated, it will be practically impossible to improve and expand local 
service in the Ohio-Indiana area. We therefore urged the Board to cut 
the Gordian knot once and for all by disapproving this agreement. 

Moreover, the essential purpose of the Board in encouraging 
the merger of Lake Central with some other airline in 1952 no longer 
exists. That purpose was to insure that the Weesner group which then 
controlled Lake Central Airlines should be eliminated. That objective 
has been Substantially achieved by the establishment of the voting trust 
under which the airline is now operated. That purpose will be completed 
quite as effectively by the sale of the stock of Lake Central to the Em- 
ployees Group as by its transfer to North Central. 

Lake Central is now operated by the Lake Central Employees 
Group. These employees have had the courage to invest their own money 
in this enterprise. They have been confronted with difficult problems 
and much harassment. The Burean believes that they have met these 
problems with a high degree of skill. The Bureau believes 
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that the Employees Group has demonstrated thatit has high morale and 
the technical know-how to run an airline well. The approval of this 
agreement by the Board would destroy this independent and skilled group. 

In our brief to the Examiner we pointed out that Lake Central 
had shown a steady improvement in recent years. Brief p. 13. That 
trend of improvement and growth has continued. Appendix B is a chart 
of significant operational data for Lake Central for each year since 1952. 
It shows, for example, that passenger traffic for the twelve months 
ended June 30,1956 was approximately 300 percent greater than during 
the calendar year ended December 31,1952. The ratio of breakeven 
need to commercial revenue has decreased from 2.85 for the calendar 
year ended December 31, 1952 to 1.16 for the twelve months ended 
March 31, 1956. 

It is not in the spirit of the Board's duty to promote and de- 
velop air transportation to destroy a group which has accomplished these 
deeds: 

In this brief we wish to emphasize one additional point: that 
the circumstances surrounding the negotiation of the agreement between 
North Central and the Weesners, the agreement which is in issue in . 
this proceeding, were such that sound considerations of public policy 
preclude its approval by this Board. a: 
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I 


Both Parties to the Agreement In Issue Bargained On 

the Basis of Advance Information Concerning a Board 

Decision. It is Against Public Policy for the Board 

to Approve Such an Agreement. .. 


In the summer of 1952 proceedings were being held to determine on 
the issues of the renewal of Lake Central's certificate and its request 
for extension of its routes, Dockets Nos. 4034 and 2832. The Examiner 


in his Initial Decision recommended that the carrier not be renewed be- 


cause its management was not fit. The Examiner's Decision: was issued 
S Ree "w 





wv 





[3897] 
473 
on July 28, 1952. 

Following the Examiner's decision the Weesners (the majority 
stockholders in Lake Central) felt that the Board would not renew Lake 
Central, and in an effort to salvage their investment sought to sell their 
stock. Tr.1404, 1410. On September 17,1952, an agreement was 
entered into at the Dupont Plaza Hotel in Washington, D.C. between 
North Central Airlines and the majority stockholders to sell 96 percent 
of the common stock of Lake Central. This agreement was never ratified 
as required by its express provisions and was subsequently superseded. 
Ire (1%, T18, TiS: 

On October 17,1952, a second agreement was entered into at 
the Edgewater Hotel, Madison, Wisconsin. Tr. 1410. This agreement is 


the agreement which is in issue in this proceeding. Ex. NOR ees 


/ The Initial Decision telescopes the two agreements, p. 5. How- 
ever, the record is clear that there were changes in the agreement, and 
that it is the second agreement of October 17 for which approval is 
Sought, and not the agreement of September 16, which was never ratified. 
Tr. 717, 718, 1409, 1546, 1661. 
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On October 20,1952, the Board's opinion in the renewal pro- 
ceedings was served on the various parties. In this opinion the Board 
decided two principal issues: (1) to renew Lake Central's certificate, 
provided that a new management should immediately take over the direc- 
tion of the carrier; and (2) to extend Lake Central's routes from some 
691 miles to a system in excess of 1,100 miles. Order E-6889. This 
order was served on October 20,1952. Tr.1404, 1410 and see order. 

The record is clear and uncontroverted that, in negotiating the 
agreement of October 17,1952, for which approval is sought in this pro- 
ceeding, both the parties knew, on or prior to October 17, that the Board 
had decided to renew Lake Central and to extend its routes, and that 
both parties to the agreement bargained on the basis of this advance 
knowledge of the Board's decision which did not appear until October 20, 


1952.2/ 
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This is the testimony of North Central's witness (arguing that 
the agreement in issue related to an enlarged Lake Central route. ) 


"The implication of this exhibit is at the time we bought this, 
it had 691 miles and that is the package we got and we are not 
entitled to a package with 1447 miles. 


$ 


"That is not true. At the time this bargain was made with the 
Weesners, we bargained on the basis of the new mileage which 
both the Weesners and my people knew was going to be added 
to the certification of Lake Central, which was something in 
excess of eleven hundred miles. 


"That is clearly set forth in the Board's interim opinion, which 
is dated the 17th of October, 2/ the same date this contract was 
signed and both the Weesners and the North Central people 
knew this provision was in there." (Tr. 678) 


* * * 


Ee / The record does not indicate that any person at the Board gave 
this knowledge to any of the parties. 
2/ Sic. In fact the order was not issued until Oct. 20, 1956. 
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"Q. Is it your testimony that North Central entered into 
the contract October 17 and that the Weesners entered into 
the contract October 17 with full knowledge of the Board 
opinion of October 17, 1952? 


"A. We all know that the route was going to be re-certificated 
and that there would be some additional mileage, at least 1100 
miles, and the way it came out there was more than 1100, 
something like 1400." (Tr. 719). 


"The Board's language said something in excess of 1100 
miles." _/ 


The Bureau of Air Operations believes that it is against public 
policy for the Board to approve a contract such as the one in issue which 
was based on advance knowledge of one of the Board's decisions. 

The Board's Regulations expressly forbid any Board officer or 
employee to divulge any information with respect to a Board decision in 
advance of its publication. Administrative Memorandum 40. Procedural 
Regulations Part 300.1 establishes judicial standards of practice before 
Me Board. The unauthorized divulgence of confidential govetmment 
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information is unlawful. 18 U.S.C. 1905. 

The parties to this agreement bargained on the basis of know- 
ledge of a Board decision which they had somehow obtained prior to its 
release by the Board. Both parties showed a profound disrespect for 
the integrity of the quasi-judicial process in making a bargain on this 
basis. It is incompatible with the dignity and self-respect of this Board 
to grant its approval to such a transaction. 


x; See Appendix A for further testimony. The witness stated that 
the Weesners had the same information, and again, that the information 
was ''common knowledge" and "fairly generally known through the in- 
dustry. '"' Tr. 719,720. This does not affect the argument made herein: 
that it is against public policy for the Board to approve an agreement 
which the parties negotiated when they knew in advance about a Board's 
decision going to the heart of the agreement. 
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The parties to the acquisition agreement acted for their own 
private benefit on the basis of information which they had no business to - 
possess. This information was tainted; it taints the parties to the agree- 
ment. They come to the Board with unclean hands. And now one party 
asks the Board to assist him, - to approve this agreement! 

Williston has stated the principle underlying public policy on 
such matters: 


"No court will lend its aid to a man who founds his 
cause of action upon an immoral or illegal act. If from 
the plaintiff's own standing or otherwise the cause of 
action appears to arise ex turpi causa or the transgression 
of a positive law of the country, there the court says he 
has no right to be assisted. ...'' (5 Williston on Contracts, 
Page 4,561, Revised Edition). 


The doctrine of "clean hands" requires that: 


"... whenever a party...seeks to set the judicial machinery 

in motion and obtain some remedy, has violated conscience, 
or good faith, or other equitable principles, in his prior 
conduct, then... the court will refuse to interfere on his 
behalf, to acknowledge his right, or to award him any remedy. 
(2 Pomeroy's Equity Jurisprudence, Page 92). 
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"It is not alone fraud or illegality which will prevent a 
suitor from entering a court of equity; any really un- 
conscientious conduct, connected with the controversy 

to which he is a party, will repel him from the form of 

his very foundation, his good conscience." (id. at Page 143). 


"Under this maxim, any willful act in regard to the matter 
in litigation, which would be condemned and pronounced 
wrongful by honest and fair-minded men, will be sufficient 
to make the hands of the applicant unclean." (Ibid). 


A court will not lend its aid to enforce a contract which is 
against public policy. "There can be no recovery for any money paid 
or property transferred in pursuance of an illegal transaction, or one 
against public policy." 2 Laurence, Equity, 734-735. 
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In addition to the moral issue there are practical reasons for 
denying approval of this agreement. If the Board were to permit either 
of these parties to benefit from their use of inside information, it would 
encourage the procuring of such information. To put no curb on the 
indirect use of illicitly obtained information would invite the very un- 
ethical conduct which the Board's Regulations and policy are designed 
to prevent. To permit either party to this agreement to receive the 
benefits of this agreement by approving it, would encourage future traf- 
ficking in confidential information. 

The approval of this agreement would also be unfair to certain 
other carriers and would, we believe, contravene the policy expressed 
in sections 2(c) and 411 of the Act against unfair competitive practices. 

There are other carriers, such as Ozark, Allegheny, and Pied- 


mont, with which a Lake Central merger might well have been effectuated. 


Several of these carriers originally intervened in this proceeding and 
expressed interest in acquiring parts of the Lake Central system. These 
carriers on receiving the Examiner's report may well (and reasonably) 
have decided that the Board was not likely to renew Lake Central's certi- 
ficate, a and that they could acquire parts of Lake Central's system by 
dire ect application rather than by purchasing stock in Lake Central. ‘Had 


e 
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any of these carriers possessed the information 


[3901 | 
that North Central possessed, that the Board intended not only to renew 
Lake Central but also to expand its system, it might well have made 
offers to acquire the stock. The possession of advance information by 
North Central enabled it at the time it made the agreement in issue to 
preempt the field and to exclude other carriers that may not have had 
this information. 

The Bureau believes that in this situation public policy re- 
quires that the Board disapprove this trafficking in confidential govern- 
ment information with respect to Board decisions; that it not place its 
stamp of approval on "the fruit of the poisonous tree." Cf. Nardone v. 
United States, 308 U.S. 338, 341, (1940). Public policy requires that the 
Board disapprove this agreement. Cf. Moffat v. Armaco, 85 F. Suppl. 
174, Aff'd 84 F2 859, cert. den. 340 U.S.948. (1949). 

CONCLUSION 

Lake Central is now operated by a skillful and competent Em- 
ployees Group. It has made substantial progress as an independent air 
carrier. The forthcoming Great Lakes Local Service Investigation offers 
a splendid opportunity to improve this carrier's system and to improve 
air service throughout the Indiana-Ohio area. The opportunity to build 
a sound independent local service air carrier in this region will be de- 


stroyed if the Board approves the acquisition agreement. 


[3902] 


If the Board approves the acquisition agreement it is virtually 


"purchasing a lawsuit."" Protracted litigation with respect to the validity 
of the acquisition agreement is inevitable, and this litigation will pre- 
vent the development of a sound air transportation system in the area. 
The Board can free air transportation in the entire Indiana-Ohio area 
from the shackles of this outdated agreement by disapproving the agree- 


ment forthwith. 
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Finally we urge that it is against public policy for the Board to 
approve this agreement in view of the fact that the parties to the agree- 
‘ment bargained on the basis of advance knowledge of a Board decision. 
Respectfully submitted, 


Seymour Wenner 
Bureau Counsel 


Washington, D. C. 
August 7, 1956. 
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EXCERPTS FROM ORAL ARGUMENT 
ORAL ARGUMENT OF LEROY M. LACEY, JR., ON BEHALF 
OF THE CITY OF KOKOMO AVIATION COMMISSION AND 
THE CHAMBER OF COMMERCE OF THE CITY OF KOKOMO 
MR. LACEY: Gentlemen of the Civil Aeronautics 


* * * 


[4177] 
The favorable initial decision of the examiner in the Lima- 
Detroit case has raised our hopes high. We honestly believe that the 
Lima-Toledo route is the best me for Kokomo to get to Detroit. There 
are less stops and we supported also Lake Central in the Lima-Detroit 
case. 


[4178 ] 
We have in Kokomo 2 main centers of interest. They are 
Chicago and Detroit. We have been well satisfied with the service and 
the consideration which Lake Central has given Kokomo also in develop- 
ing the Chicago service for us. We believe that Lake Central as it has 
developed and as it is planned for future development best meets the 
needs of the city of Kokomo for air service. We do not support the ac- 


quisition. We do not believe that a forced merger of what would seem 
barat 





at.least from the record to be unwilling parties would pr 
Sa as 
aptvice for Kokomo. 


* * * 
* 


™ 


“hae 





479 


ORAL ARGUMENT OF JOHN E. PIXTON ON BEHALF OF 
INDIANAPOLIS CHAMBER OF COMMERCE 


* * * 


[4180] 

In the opinion of the Indianapolis Chamber of Commerce, Lake 
Central Airlines under its present management has been doing a fine 
job. And this is especially true when consideration is given to the 
effect of the existence of this acquisition case over the past four years. 

The present management has shown unusual ingenuity and 
perseverance in providing Indianapolis and the Indiana and Ohio areas 
local air service despite the handicaps of: 

(1) inability to properly refinance the airline because of this 
dispute over stock ownership, and (2) inability to devote full time to the 
promotion of traffic while this matter has been pending. The airline is 
now making money and it is the opinion of the Indianapolis Chamber of 
Commerce that if this cloud is removed by you gentlemen and by the 
courts, the airline has every opportunity and possibility of growing 
and developing into an even more successful business. 

The business community of Indianapolis has given Lake Central 
continuous support throughout these past four 


[4181] 

years by extending credit, while two of Indianapolis’ foremost banks 
have extended it loan capital during this period when it could not obtain 
equity capital. 

These actions are proof positive of the confidence Indianapolis 
has in the management and Board of Directors of Lake Central. 

As I stated earlier, the position which I am presenting to you 
today was not taken without fully considering the arguments of North 
Central as to the benefits which might accrue to Indianapolis and the 


Lake Central service area if North Central were permitted to acquire 
control af Gake Central. 
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The Chamber, through its Aviation Committee and the Exec- 
utive Committee, carefully weighed all such argument and came to 
the conclusion that the interests of Indianapolis and the Lake Central 
service area would be best served if Lake Central remained an indepen- 
dent carrier. 

The record in this case shows North Central's expressed in- 
tention to operate the Lake Central system from North Central's head- 
quarters in Minneapolis. It is the opinion of the Aviation Committee 
that the most intensive development of local air service in the Indiana 
and Ohio area can be accomplished by a carrier which has established 
its roots in that area and which can therefore give the needs of the area 
what might be termed personalized 


[4182] 


attention. 


We urge the Board to also disapprove the proposed acquisition 
and permit Lake Central Airlines to move ahead as an independent local 
air carrier dedicated to the provision of the best possible service to 
Indianapolis, to Indiana, and to the other areas it serves or proposes 
to serve. 

I assure you that the carrier will continue to have the support 


of the Indianapolis Chamber of Commerce in all of its efforts. 


* * x 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 
Served: July 9, 1957 


DOCKET NO. 5770 ET AL. 
NORTH CENTRAL-LAKE CENTRAL ACQUISITION CASE 


Decided: July 9, 1957 
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Application of North Central Airlines, Inc., for acquisition of Lake 
Central Airlines, Inc., and for transfer of the carrier's 
certificate of public convenience and necessity for Route 
88 denied. ; 


Among the factors dictating disapproval of the proposed ac- 
quisition are the facts that the two areas proposed to be served by one 
carrier, are not complementary trade areas; that there is a lack of 
traffic integration between the routes of the two carriers; that a mer- 
ger of Routes 86 and 88 would create a local service system of unpre- 
cedented size engendering a tendency on the part of the carrier to con- 
centrate unduly on the long-haul traffic, to the exclusion of its service 
to the smaller communities dependent exclusively on the local carrier 
for their air service needs; that the prospects for Lake Central's future 
as an independent carrier are found to be more favorable than pictured 
by the Examiner; that more recent data than that available at the hearing 
demonstrate that Lake Central, having recently received extensions of 
its route, has already shown marked improvement in its economic con- 
dition; and that pending local service proceedings, involving the general 
area served by Lake Central, hold promise for possible further strengthen- 
ing of Lake Central's system and provide a better vehicle for expansion 
of its local service than the proposed merger. 

Even though sizeable subsidy savings could possibly be achieved 
if the two carriers were merged, this factor is insufficient to outweigh 
the adverse effect on the over-all public interest which would result from 
the proposed combination of Routes 86 and 88 as one unit. 
APPEARANCES: 


A. L. Wheeler for North Central Airlines, Inc. 
Albert F. Grisard for Lake Central Airlines Employee Stock- 
holder Group and Lake Central Airlines, Inc. 
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Joseph J.O'Connell, Jr., for Lake Central Airlines Employee 
Stockholder Group. 


“’Npdrew H. Brown for the City of Cleveland, Ohio, and the 
Cleveland:Chamber of Commerce. 











482 
R. Patrick West for the City of Columbus, Ohio, and the Colum- 
bus Chamber of Commerce. 


C. V. Burnett for the City of Detroit, Michigan, and the Detroit 
Board of Commerce. 


G. Keith Pettigrew and Richard L. Cunningham for the Indiana 
Aeronautics Commission. 


Robert A. Palmer for the City of Kalamazoo, Michigan. 


LeRoy M. Lacey, Jr., for the Board of Aviation Commissioners, 
Kokomo, Indiana, and for the City and Chamber of Commerce of Kokomo. 


C.E.A. Brown for the State of Ohio Aviation Board. 
Robert Ludy for the City of Richmond, Indiana. 
John E. Pixton for the Indianapolis Chamber of Commerce. 


Robert P. O'Malley for the Board of Aviation Commissioners, 
Gary, Indiana. 


John Marshall for the Milwaukee Association of Commerce. 
C. Randall Price for the City of Battle Creek, Michigan. 
Harold Miller for the City of Jackson, Michigan. 

Frank Heisler for the International Association of Machinists. 


W. F. Kinnard for the Air Line Dispatchers Association, A. F. 
of L. 


Seymour Wenner and Howard H. Reizenstein, Bureau of Air 
Operations, Civil Aeronautics Board. 
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OPINION 
BY THE BOARD: 

In this proceeding, North Central Airlines, Inc. (North Central) 
is seeking approval of a contract, entered into between North Central 
and the majority stockholders of Lake Central Airlines, Inc. (Lake Cen- 
tral) in October 1952, to acquire control of the latter airline.2/ Approval 
of certain interlocking directorates as well as the transfer of Lake Cen- 
tral's certificate for Route 88 is also requested. 

After due notice, a public hearing was held before Examiner 
pi,N. Pfeiffer, who thereafter issued his Initial Decision. In it he found 
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the proposed acquisition, as well as the resulting interlocking directorates 
and the transfer of Lake Central's certificate, consistent with the public 
interest, and he recommended their approval,subject to certain terms 


and conditions. Exceptions to the Initial Decision and briefs in support 


Y thereof have been filed by various parties, <’ The Board has heard oral 
sd argument and the case now stands submitted for decision. 
si After a review of the record in this case, we find that we are 


unable to approve the proposed acquisition. While we are not unmindful 


of the need for strengthening our local service carriers, and of the extent to 


r 1/ On May 10, 1955, prior to the hearing in the present proceeding, the 


Lake Central Employee Stockholder Group (LCES) filed a complaint in 
i the United States District Court for the Southern District of Indiana, re- 
questing a declaratory judgment that North Central had breached the ac- 
quisition contract for which approval is sought herein. On September 20, 
¢ 1956, the Indiana District Court declared the contract to be invalid. 
| North Central subsequently filed an appeal to the United States Court of 
Appeals for the Seventh Circuit, requesting a review of the lower court's 
decision. On March 5, 1957, the Court of Appeals reversed the District 
Court's finding that North Central had breached the acquisition contract, 
and found the contract to be legally enforceable. LCES did not seek fur- 
ther review. 


2/ Lake Central Employee Stockholder Group, Indiana Aeronautics 
Commission, North Central, and Bureau Counsel. 
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which we have approved certain mergers as a means of improving the 


route structure, we are convinced in the present case that the proposed 


acquisition of Lake Central would be adverse to the public interest. 

j We will not repeat here the Examiner's account of the detailed 
> events leading up to the negotiation of the acquisition agreement and the 

of subsequent procedural steps. Attached hereto are portions of the Initial 
ee Decision which describe these matters, and which we are adopting as an 


integral part of this opinion. We will now proceed with our reasons for 


disapproving the acquisition agreement. 
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In conformity with the Board's basic principle of fashioning a 

local service route system on the needs of a given trade area for short- ° 
haul and feeder service, North Central and Lake Central were certificated ~~ 
to serve separate and distinct trade areas. North Central was authorized 
to operate a local service route extending north and west of Chicago in the 
Wisconsin-Minnesota-Upper Michigan Peninsular Area, while Lake Central 
was selected to serve the Ohio-Indiana area southeast of Chicago. The ‘ 
Board's earlier recognition that the two areas on either side of Chicago 
represented separate marketing areas and that the local traffic require- v 
ments of each were dissimilar, was confirmed in the Parks Investigation v 
Case, 3/ decided by the Board in 1950. Turner (now Lake Central), whose 
area of operation was encompassed in the Ohio-Indiana area, applied for 
authority to extend its route to certain points west of Chicago, then certi- 
ficated to Parks and some of which are now served by North Central. 2/ : 
The Board's reasons for rejecting Turner's application in that case 
are equally valid today for 


3/ 11 C. A.B. 779 (1950). 
For example, Beloit-Janesville, Madison, LaCrosse, and 
Saas between Chicago and Minneapolis/St. Paul. 
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disapproving the acquisition proposed in this proceeding. In explaining 
the denial of Turner's request, the Board stated: "It is clear from the 
record that very little traffic could be expected to flow between points 
on Turner's route east of Chicago and points on the North Central route 
west of Chicago, since traffic from local points on each side of Chicago “ 
would, as experience shows, tend to flow to Chicago, but not beyond on 
the feeder system. If Turner is selected it would, in effect be called ¥ 
upon to operate two feeder systems which have practically no traffic 
inter-relationship." 5/ 


That language is fairly descriptive of the lack of traffic pull be- 


tween the local service routes of North Central and Lake Central in this 
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proceeding. The record in this case discloses that, insofar as the normal 
flow of local traffic is concerned, "the trade centers of Chicago and 
Detroit serve as a dividing line between the two areas served by North 
Central and Lake Central, respectively, and that few local travelers pro- 
ceed beyond these terminals via the local service routes involved. We 
find nothing in the record to establish North Central's claim that the 
traffic habits of the local communities on either side of Chicago have 
changed materially since we decided the Parks Investigation Case, supra, 
or that the operation of Routes 86 and 88 as one entity would provide sub- 
stantial benefits to a large volume of inter-area travelers. 

In support of its contention, North Central argues that the move- 
ment of some 28, 589 passengers between North Central and Lake Central 
cities during the March and September 1954 survey periods is the best 


and most 


By. 11 C.A.B. 779,791 (1950). 
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convincing evidence of the traffic inter-relation of the two areas. How- 
ever, the record shows that out of the entire 28, 589 passengers moving 
between the two areas relied upon by North Central, approximately 40 were 
exchanged between North Central and Lake Central. © In addition, during 
May 1955 Lake Central paid North Central only 1. 3% of the total amount 
it paid out in interline revenue, while it received from North Central 
for interline traffic only 1.9% of its total interline revenue. These figures 
demonstrate a striking lack of traffic integration insofar as North Cen- 
tral and Lake Central are eonemnncd,/ 

The Examiner sought to explain away this lack of traffic inte- 
gration on the theory that it resulted from inadequacy of connecting sche- 
dules between the two systems. However, the evidence does not, in our 


judgment, support this thesis. Even assuming that the connecting schedules 


were less than ideal, it is inconceivable that only forty passengers in the 


see next page for footnotes << 
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6/ Exhibits NOR-73 and 74. See also Exhibits BAO 1 through 6. The 


record also shows that 20, 750 of the 28, 589 inter-area travelers jour- 
neyed from Lake Central cities to Detroit. However, the interchange of 
traffic between Lake Central cities and Detroit must be discounted in the 
light of recent authorizations to Lake Central. Subsequent to the hearing 
and the issuance of the Examiner's decision in this case, Lake Central 
was extended to Detroit in the Lima-Detroit Service Case, Order No. E- 
10960, decided January 18,1957, thus satisfying the demonstrated needs 
of Kokomo, Lafayette, Marion, and Lima for direct air service to Detroit. 
Accordingly, the prospects of any appreciable amount of traffic being 
benefited by the proposed through plane service is even less favorable than 
existed at the time of the hearing. 


7/ While the Airline Traffic Survey for the September 17-30, 1956 
period shows a small increase in the number of passengers moving be- 
tween North Central and Lake Central points via the local carriers, the 
increase is insufficient to alter our conclusion as to the lack of traffic 
flow between the two systems. 
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survey periods (or 520 on an annual basis) would have been exchanged 
where a substantial community of interest existed. We agree with Bureau 
Counsel's view that such inter-area local traffic as exists flows over a 
combination of trunkline and local airline flights and that the slower, 
multi-stop through plane service, as proposed, would not offer expedited 
service or benefit many travelers. We conclude that the two areas pro- 
posed to be served by one carrier are not sufficiently related to each 
other in terms of local traffic requirements to permit a sound integrated 
local service system and that, under such circumstances, as we stated 
in the Southwest-West Coast Merger Cane, ° the proposed acquisition 
would defeat the Board's policy of authorizing operations by local com- 
panies whose interests are centered in the area to be served. 

We cannot ignore the fact that the proposed acquisition of Route 
88 by North Central would create a local service system of unprecedented 
size with route mileage extending close to 5, 000 miles from North Dakota 
across Eastern South Dakota, Nebraska, Iowa, through Minnesota, Wis- 
consin, Michigan, Indiana, Ohio, Pennsylvania to New York and serving 


more than 80 cities. Such a sprawling local service system would comprise 
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more route mileage than our largest local service carrier and would be 


87 14C.A.B. 356 (1951). 
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certificated to serve more cities than are presently served by some of 
our largest trunkline @acciens, Thus, in terms of route mileage, number 
of cities served, density of population and geographical area covered, 
North Central would take on characteristics akin to a trunkline carrier 
and pose the kind of threat to existing trunklines which was of concern 
to the Board when it denied approval of the proposed merger in the 
Southwest-West Coast Merger Case, supra. 

Without attempting to delineate the optimum or maximum size 
suitable for a local service carrier, we are convinced that under present 
circumstances and conditions, to combine North Central and Lake Central 
into one system would require the efforts of management to be dispersed 
over too much territory to permit that concentration on local traffic prob- 
lems which is the essence of the Board's local service policy. Furthermore, 
the inevitable consequence of operating such a wide-flung local service 
system as would result in this case would mean increased concentration 
by North Central on the lucrative traffic between the larger cities and 
less service to the smaller communities dependent exclusively on the 
local carrier for its air service needs. Given an opportunity, such as 
would be possible under the proposed merger, to provide single plane or 
one carrier service to a number of pairs of cities which have a fairly 
large traffic pool and are served by trunklines, the carrier would have a 


strong economic incentive to try to penetrate these markets even though 


9 / It is interesting to note that North Central has pending applications 
requesting extensions of its system which, if granted, would make the 


combined North Central-Lake Central route mileage some 12, 659 miles 
with service to some 242 cities. 
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it could not hope to compete on an equal basis with the trunkline carriers 
or even to obtain but a small share of this long haul market. Shifting its 
equipment and gearing its schedules to convenience the traffic flow be- 
tween the major cities in the two areas would gradually transform the 
character of the carrier's operation and prejudice its service to the 
smaller communities and undermine the proper development of the short 
haul traffic which it was designed primarily to serve. This factor alone 
is a Significant one that should not be overlooked in assessing the situa- 
tion. 

North Central and Lake Central are each of sizeable proportions 
as separate local service carriers with room for improvement and develop- 
_ ment of service on their existing systems as well as opportunities for any 
expansion and realignment of their routes found needed in current area 
proceedings.22 To approve the unification of these two extensive systems 
at this time, as proposed herein, would unavoidably introduce a substan- 
tial period of uncertainty and confusion in the affairs of the two companies 
and thereby jeopardize for some indeterminate time the continued rendi- 
tion of reliable and adequate local service in an important and densely 
populated local service area. While the approval of any acquisition neces- 


Sarily introduces some elements of confusion and uncertainty 


10/7 Subsequent to the hearing in this proceeding, North Central's route 
System was extended some 579 miles from Grand Forks to Omaha, while 
Lake Central was also awarded route extensions adding some 442 miles 
to its system. North Central has an application for further extension of 
its route in the Seven States Area Case, Docket No. 7454, which is con- 
cerned with the need for new local service in the area between Chicago 
and Denver on the east and west, respectively, and St. Louis on the south. 
Lake Central has an application on file in the Great Lakes Local Service 


Investigation, Docket No. 4251, involving additional local service in the 
area south and east of Chicago. 
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during the period of amalgamation, we cannot help but feel that this ad- 
verse element would be magnified many fold in the circumstances of this 
case, due in large part to the hostile relationships existing between some 


 :. 
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of the parties concerned. 

Our decision to disapprove the proposed acquisition of Lake Cen- 
tral by North Central, as requested herein, does not mean that we intend 
to freeze the present local service routes in the mold of the status quo. 
But it does signify our intention to insist that route realignment and system 
modification be held within limits which are reasonably related to the 
objectives followed by the Board in formulating its local service policy. ii/ 
In other words, we see no reason at the present time to revise our ori- 
ginal belief that the objectives of providing short-haul services geared 
to local needs and maximum development of local traffic can best be 
carried out by local carriers concentrating their efforts on operations in 
reasonably compact and homogeneous marketing areas. We are satisfied 
that, in most instances, any need for expansion of local air services or 
for changes in route structure of a local carrier can best be determined 
in area or individual route proceedings rather than through the merger of 
carriers serving adjacent but not complementary trade areas for local 
traffic. The pending area cases, in which Lake Central is an applicant 
for route extensions connecting its natural trade centers, hold promise 
for possible strengthening of that carrier's system and are a better vehi- 
cle than the proposed merger for accomplishing that purpose. 

A substantial predicate for the Examiner's decision to approve 
the merger was his belief that Lake Central's prospects of achieving rela- 


tive 


117 See North Central Case, 7C. A.B. 639, 671, 672 (1946). 
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self-sufficiency in the foreseeable future were exceedingly dim and that 
the proposed merger offered the only possible solution to Lake Central's 
need for strengthening. The Examiner was also convinced that the limited 
size of Lake Central's route and the existence of heavy trunkline compe- 
tition in that area contributed materially to Lake Central's economic 
difficulties. We do not share the Examiner's pessimism as to Lake, 
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Central's future as an independent local carrier. Bureau Counsel and 
the Indiana Aeronautics Commission point out that if the carrier is 
granted certain extensions of its route system which it has seaposedie! 
and if the hampering effect of the pending acquisition is eliminated, 
Lake Central can make substantial progress toward self-sufficiency within 
a reasonable time. More recent data than that available at the time of the 
hearing demonstrate that Lake Central has already shown marked improve- 
ment in its economic condition. This is illustrated in the following table 
comparing the carrier's Situation in 1956 with the data used by the Ex- 


aminer for 1955: 


1955 1956 
1. Lowadiactar  §é§ § sbwscvawwnnasss 33.95% 42.56% 
2. Break even need per revenue 
plane-mile ........ cosesee 64,98¢ 56. 61¢ 
3. Ratio of breakeven need per dollar 
of commercial revenue ......... cis 1.25 0.93 


Lake Central's system has already been expanded to some ex- 
tent subsequent to the Initial Decision, thus giving it access to a larger 
volume 


12/7 Bureau Counsel and the Indiana Aeronautics Commission have re- 
ferred to the proposed extensions in the Lima-Detroit Service Case, 
Docket No. 7588, and the Erie-Detroit Service Case, Docket No. 6927. 
Subsequent to the hearing in the present case, Lake Central received 
extensions of its route from Lima to Toledo and Detroit and from Youngs- 
town to Erie and Buffalo, in the Lima-Detroit Service Case and the Erie- 
Detroit Service Case, respectively. as 
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of traffic with a further opportunity for lowering its unit costs and in- 
creasing its load factor. Although we cannot on this record predict which 
carrier or carriers will be selected to provide any needed new services 
in pending cases or what route extensions will be awarded to any success- 
- ful applicant, it is not unlikely that Lake Central will be able to strengthen 


its route system in pending local service proceedings involving the general 


~ area:served by Lake Central. Finally, we do not believe that the Examiner, 
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in considering the effect of trunkline competition on Lake Central's 
operation, gave sufficient weight to the record evidence which shows 
that Lake Central achieves its heaviest load factors on segments also 
served by trunklines, such as Indianapolis-Chicago, Columbus-Cleveland 
and Cobunbas-Indiananelie A" Accordingly, we differ sharply with the 
Examiner's prognosis for Lake Central. 

The Examiner estimated that over $400, 000 annually in subsidy 
savings could be achieved as a result of the merger between the two car- 
riers. While we are not convinced that savings to that extent would be 
realized, we recognize that sizeable savings in subsidy would accrue from 
the elimination of duplicating facilities, operating expenses and personnel. 
Even assuming, however, that the amount of subsidy savings estimated 


by the Examiner could be ultimately achieved, subsidy reduction 


13/ Exhibit Nos. LCES-444 and 445. 
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is only one of the public interest factors to be considered in assessing 
the probable effect on the public interest of any proposed unification of 
two local carriers. On balance, we do not find that the subsidy savings 
as a result of the acquisition herein proposed are sufficient to outweigh 
the adverse effect on the over-all public interest if we were to approve 
the proposed combination of Routes 86 and 88 as one unit. 24 

We have given due consideration to the remaining contentions 
advanced by North Central for approval of the proposed acquisition and 
find that they would not alter our decision. 

In view of the foregoing and all of the evidence of record, we 
find that the proposed acquisition of Lake Central by North Central, the 
proposed interlocking directorates and the proposed transfer of Lake 


Central's certificate of public convenience and necessity, would not be 


consistent with the public interest and that the applications in Docket Nos. 
5770 and.6024 should be denied. 


An appropriate order will be entered. 
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Durfee, Chairman, Gurney, Vice Chairman, Denny, Minetti 


and Hector, Members of the Board, concurred in the above opinion. 


14/ In view of our disposition of the present proceeding, we see no need 
to discuss the relative merits of the North Central and Lake Central 
managements. Even if North Central's management were superior to 
Lake Central's, as claimed by North Central, that additional factor would 
be insufficient to overcome the many factors dictating disapproval of the 
acquisition agreement. 


[4282] 


EXCERPTS FROM 
INITIAL DECISION OF EXAMINER PAUL N. PFEIFFER 
DOCKET NO. 5770 et al. 


This proceeding involves applications under Docket Nos. 5770 
and 6024 filed by Wisconsin Central Airlines (now known as North Central 
Airlines, Inc. ), on October 1, 1952, in which approval is sought of an agree- 
ment between Wisconsin Central and the Majority Stockholders of Lake 
Central Airlines, Inc. , entered into on September 17, 1952, 1/ under which 
Wisconsin Central would acquire the ownership of 95 per cent of the out- 
standing common stock of Lake Central, interlocking directorates involving 
officers and directors of both companies would be effected, and pursuant 
to amendment No. 2 to the application in Docket No. 5770 filed February 24, 
1953, the certificate of public convenience and necessity held by Lake 
Central for route No.88 would be transferred to the acquiror. Approval 
is sought under the provisions of section 408, 409, 412, and 401 (i) of the 
Civil Aeronautics Act of 1938,as amended, hereinafter referred to as the 
Act. 

On June 25, 1954, the Lake Central Majority Stockholders granted 
an option to certain officers and employees of Lake Central (hereinafter 
referred as to The Employees), to purchase the same stock previously 
agreed to be transferred to North Central, including an assignment of all 
rights under the original contract. The option transaction was approved 
by the Board subject to the prior rights of North Central?’ so that the 
present posture of the proceeding reveals that approval of the agreement 
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is opposed by The Employees; The Lake Central Majority Stockholders 
did not actively participate herein and Lake Central Airlines, Inc. , adopted 
a neutral position.— 


1/ The agreement was subsequently amended on October 17,1952. The 


applications were dated September 30,1952 and amended on November 
1, 1952. 


2/ Order No. E-8931 adopted February 3, 1955, reconsideration denied 
Order No. E-9404, adopted July 18, 1955. 


3/ The position of Lake Central is somewhat unusual since all the offi- 
cers testified against the acquisition as members of The Employees 
stock purchase group. 
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Leave to intervene was granted to the following: Capital Airlines, 
Inc. , Eastern Air Lines, Inc. = Lake Central Airlines, Inc. a The Em- 
ployees, the City of Kalamazoo, Michigan; the City of Gary, Indiana; the 
Mansfield Metropolitan Airport and Aviation Commission, the Vermilion 
County Airport Authority, the Zanesville Chamber of Commerce, the City 
of Youngstown, the City of Columbus and the Columbus Chamber of Com- 
merce, the City of Dayton, the City of Toledo and the Toledo Chamber of 
Commerce, all in Ohio, the Airlines Dispatchers Association AF of L, 
the Air Line Pilots Association (International), the Postmaster General 2/ 
the Aeronautics Commission of Indiana, the Board of Aviation Commis- 
sioners of Kokomo, the Zanesville Airport Commission, the City of 
Bloomington, the Board of Aviation Commissioners, the City of Cleveland 
and the Cleveland Chamber of Commerce, the City of Richmond, the 
Grand Rapids Chamber of Commerce, the Chamber of Commerce of 
Marion, the County of Kent and Indiana University of Bloomington, 9/ the 
City of Detroit and the Detroit Board of Commerce. 19% 


After due notice to all interested persons a public hearing was 


held and the parties were granted leave to file briefs to the Examiner. 
THE BACKGROUND OF THE PROCEEDING 
A chronological recital of the events leading up to the hearing 
appears, desirable in order to more fully comprehend the present poste 
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of this proceeding. 

During 1951 and early 1952 the Board was considering the re- 
newal and proposed extension of Lake Central Airlines’ certificate for 
route No. 88 in the Indiana-Ohio Local Service Case, Docket No. 4034 et 
al, and the Michigan-Wisconsin Service Case, Docket No. 2832 et al. 

A routine audit having uncovered matters indicating that there may have 
been violations of various sections of the Act with respect to the appli- 
cants Lake Central and Nationwide Airlines, Inc. to such extent as to pre- 
clude a finding that existing management was fit, willing, and able to en- r 
gage in air transportation, and comply with the Act and the rules and 
regulations of the Board thereunder, the Board reopened these proceedings 

in February and March of 19 52, 4L/ In two successive orders the Board 

withheld substantial amounts of mail pay from Lake Central for reasons 


12/ 


arising out of the incidents uncovered.— 


4/ Order No. E-7543, adopted July 9, 1953. 


5/ Order No. E-7838, adopted October 21, 1953. 
6/ Order No. E-8736, adopted October 27, 1954. 
1/ Order No. E-9649, adopted October 12, 1955. 
8/ Order No. E-9644, adopted October 11, 1955. 
9/ Order No. E-9700, adopted October 28, 1955. 


10/ Order No. E-9725, adopted November 8, 1955. 

11/ Order Serial No. E-6138, adopted February 21,1952, and Order 

Serial No. E-6259, adopted March 27, 1952. 

12/ Order No. E-6210, adopted March 13,1952, finalized by 
Order No. E-6230, adopted March 19, 1952; s 
Order No. E-6527, adopted June 17, 1952. 
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After a public hearing before Examiner R. Vernon Radcliffe, an Fi 

Initial Decision was issued on July 28,1952, finding, inter alia, that Lake 
Central was not fit, willing, and able within the meaning of section 401(d) 

of the Act to perform properly the air transportation proposed in the appli- 
cations pending in the proceedings then concerned. * * * Oral argument on 
briefs and exceptions to Examiner Radcliffe's decision was held before the 
Board on September 18, 1952. 
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Just prior to the argument, on September 17,1952, an agreement 
was entered into between Wisconsin Central Airlines and John V. Weesner, 
W. W. Weesner, Frontier Airlines, Inc., and Nationwide Airlines, Inc. , 
the Majority Stockholders of Lake Central, to purchase 96 percent of the 
outstanding common stock of Lake Central (80, 054 shares out of a total 
of 83, 039). The purchase price for the stock was established as the money 
equivalent of the net book value 14/ of Lake Central as of the cut-off date 
of, and including the awardin, its initial permanent mail rate settlement, 
plus $10, 000 - the latter sum to represent such intangibles as good will, 
going concern value and whatever potential earning power Lake Central 
had at the time. The agreement was approved by the Board of Directors 
of Wisconsin Central, Frontier Airmotive and Nationwide Airlines. The 
contracts were not approved by Lake Central as such, since the negotiation 
was with the officers and directors of Lake Central who owned the ma- 
jority stock. 

Thereafter, on October 17,1952, the Board issued an opinion 
affirming the ultimate findings of the Examiner that Lake Central was not 
fit, willing, and able to conduct air transportation in accordance with the 
requirements of the Act, but not specifically affirming or reversing the 
Examiner's specific findings concerning the ownership and management 
of Lake Central, except to take note of them and to conclude on the entire 
record that Lake Central was not fit, willing, and able, 15/ In so doing the 
Board also referred to the existing agreement between Lake Central and 
Wisconsin Central and noted that if such agreement could be effectuated 
immediately so that the existing management and stockholding control 
would be transferred to new hands, the existing deficiencies might be 
eliminated.’ However, the Board noted that pursuant to sections 408 
and 409 of the Act, a hearing was required prior to such transfer which 
would probably involve from 6 to 18 months before final decision could be 
rendered. The Board then suggested that if the present management were 


to remove themselves from control and active participation in the com- 


pany by establishing a voting trust and substitute management under the 
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direction of a Board-approved trustee who would hold office until the 
agreement with Wisconsin Central had been approved or some other 
arrangement by which permanent divestiture of control of the airline 
could be effected, 


14/7 Excess of book assets over book liabilities. 
15/ Order No. E-6889, Page 2 of mimeographed opinion. 


16/ Id. page 3. 
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the problem of fitness during the interim period would be resolved. 

A period of 30 days was allowed to effect the suggested adjust- 
ment and on November 17 Lake Central's attorney disclosed that a final 
draft of a voting trust contract between the Majority Stockholders and 
Harry Wade of Indianapolis , Indiana, had been formulated. This agree- 
ment was executed on November 18 and filed with the Board on November 
20. On November 25, the Board issued an order reopening the record for 
further hearing in view of these developments" The hearing was subse- 
quently held and on December 30, 1952, the Lake Central certificate was 
renewed until the end of 1954, pending determination of the instant pro- 
ceeding. Messrs. Lloyd Hartman and Robert W. Clifford, who were offi- 
cers of Lake Central under the Weesner regime, were placed in the new 
management as Executive Vice President and Treasurer, and Vice Presi- 
dent, Operations, respectively,20/ 

A prehearing conference in the instant proceeding was held 
March 19, 1953, such having been delayed one month at the request of 
North Central. At the prehearing conference it appeared that Ozark Air- 
lines and a newly formed enterprise known as Transport Airgroup, Inc. 
desired to become purchasers of route No. 88 or, in the alternative, to 
become certificated to that route conditioned upon suspension of the Luke 
Central certificate. As a result of the competing interests, North Central 
also indicated a desire to file an application to extend its certificate to 


encompass the route, if the Ozark and Airgroup applications were to be 
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consolidated dhe rein. Ae! North Central filed its application to add route 
88 to its own system on March 25,1953, under Docket No. 6043. In addi- 
tion, on April 7,1953, Ozark petitioned to revoke, suspend, or modify 
Lake Central's sertificate. <Y Applications and motions for consolidation 
having been filed, the Board issued an order 22/ on July 9,1953, insti- 
tuting an investigation under Docket No. 6213 to determine whether and 
upon what terms the acquisition of the majority stockholding interest in 
Lake Central and/or route No. 88 in whole or in part by North Central, 
Ozark and/or Transport Airgroup is consistent with the public interest. 
The Ozark, North Central and Airgroup applications were consolidated 
therein and the Lake Central Trustee Management and Majority Stock- 
holder groups were made parties to the investigation. 

Meanwhile, on May 16,1953, one month after the Ozark petition 
to revoke Lake Central's certificate had been filed with the Board, Roscoe 
P, Weesner 22/ wrote to North Central informing the airline that in Wees- 
ner's view North Central had committed a breach of the October 17 agree- 
ment by filing with the Board on March 25 its application under Docket 
No. 6043 to add the Lake Central 
17/7 Order No. E-6084, 

18/ Order No. E-7054, Page 6. 
19/ Docket No. [E]-6043, Prehearing Conference Report issued 

March 23,1953. P. 1 
20/ Docket No. [E]-6066. 

21/ Order No. E-7543. 


22/ Actually Roscoe P. Weesner was not a signatory to the original 
agreement. 
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route to North Central's certificate. The letter stated that the application 
was regarded as being inconsistent with paragraph 19 of the contract, 
which provided that North Central could apply for the Lake Central route 
"in the event that the Board disapproves Wisconsin Central's acquisition 


of Seller's stock."" Mr. Weesner stated that in their opinion the Sellers 


were not legally bound to transfer the stock under said agreements and 
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that they were entitled to electtorescind or terminate the agreement if 
they desired and to recover damages sustained by the breach. A copy of 
this letter was filed with the Board by Charles S. Murphy who became 
counsel for the Weesner interests on April 21, 1953. 

On September 10, Allegheny Airlines petitioned to enlarge the 
investigation under Docket No. 6213 so as to include that air carrier asa 
potential transferee of the Ohio portion of route No. 88. On October 9 
Transport Airgroup petitioned to withdraw its application and that petition 
was dismissed on November 2, 1953. 22/on October 21,1953, the Board 
acted on Allegheny's motion and broadened the pending investigation under 
Docket No. 6213 to include Allegheny as a potential transferee of the Lake 


Central route on terms to be approved. 24 


Further procedural steps having been successively postponed, 
first at the request of North Central on August 11, then by Bureau Counsel 
on August 21, again by North Central on September 10, and by the Majority 
Stockholders on September 22, a notice of hearing was issued on Novem- 
ber 20,1953. Further requests were made on November 23, 1953 and 
January 6,1954 by North Central for postponement till after the conclusion 
of the Lake Central Final Mail Rate Proceeding, Docket No. 4156, so that 
the precise price of the stock to be purchased could be ascertained, which 
requests were granted. * * *On March 9, 1954, North Central notified the 
Board that it had no objection and wished to go forward with the proceeding, 
citing a proposed substitution of new management and negotiations for addi- 
tional working capital. Thereafter, the Majority Stockholders received a 
further postponement by request on March 16, 1954. 

North Central's financial condition having become precarious to 
the extent that its working capital showed a negative figure of $738, 000, 
new management was substituted in the form of Mr. H.N.Carr, who be- 
came President on April 7,1954, and in addition new capital was raised 
by the sale of $215, 000 of convertible debentures of which Mr. Arthur E. A. 
Mueller, Chairman of the Board of Directors, bought $175, 000 worth be- 
ginning on September 10,1954. The debentures bore interest at 6 percent 
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v per annum and were convertible into common stock at $3. 00 per share 
which stock was then selling for $2.37. 

On April 3,1954, payment became due by North Central under 
the terms of the North Central-Weesner agreement which provided for the 
purchase price to be paid 30 days after the finalization of Lake Central's 


permanent mail rate. 


23/ Order No. E-7867. 


24/ Order No. E-7838. 
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No demand for payment was made by the Majority Stockholders, either 
prior thereto or thereafter, and no payment was tendered by North Central. 

Mr. Carr testified that had demand for payment been made at that 
time (and had the contract been approved by the Board), North Central 
could have borrowed the $80, 000 necessary to consummate the purchase 
through discounting the company's Air Traffic Plans credits, or by exer- 
cising a standing line of credit for $80, 000 with the Northwestern National 
Bank of Minneapolis, or by Mr. Mueller purchasing his $175, 000 in deben- 
tures, in April instead of subsequently beginning in September. 

In the spring of 1954 Mr. Hartman received informal word from 
Lake Central's attorney, Mr. Grisard, that North Central's financial condi- 
tion was virtually bankrupt and that the proceeding was going forward, aimed 
primarily at dismemberment of the airline. ''This stimulated the active 25/ 
development and moving forward of the employee stock purchase program." 
In May 1954 Mr. Hartman approached Mr. Roscoe P. Weesner and asked 
him to meet for the purpose of discussing the possibilities of negotiating 
a sale of the Weesner stock to The Employees. Mr. Roscoe Weesner at $ 
that time owned approximately 80 percent of the outstanding Lake Central 
common stock. A meeting was arranged and discussions were held, it 
being specifically stated that the discussions were subject to the prior 
rights, if any, of North Central. The Employees assumed that the agree- 


ment with North Central was no longer in effect because of previous 
i ate 
deen | 
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correspondence between the Weesner attorney, Mr. Charles Murphy, and 
Mr. Wheeler of North Central, advising the latter that the Weesners con- 
sidered the contract to have been breached. On May 25, 1954, a letter of 
intent was negotiated by Mr. Clifford and Mr. Hartman, as representatives 
of The Employees, to enter into an option contract for the transfer of the 
- Weesner stock interest for the sum of $80, 954 at the rate of one dollar 
per share. This agreement was finally executed by Messrs. Hartman and 
Clifford and the Weesners on June 25, 1954. 

The agreement contemplates availability of additional financing 
in the amount of $250, 000, approval by the Board of the exercise of the 
purchase option, renewal of ‘the Lake Central certificate beyond Decem- 
ber 31,1954, and was expressly made subject to the prior rights of North 
 Ceatral. * == 

Thereafter, on August 26, 1954, The Employees moved to dismiss 
the applications of North Central for the approval of the first stock pur- 
chase agreement and for approval of the interlocking directorates and in 
the alternative petitioned 26/ the Board to reopen the record in the then 
pending renewal proceeding without further hearing for the purpose of re- 
ceiving additional evidence related to fitness. On objections by other par- 
ties the Board, on October 27,1954, denied the motion to dismiss, re- 
newed Lake Central's certificate until 


29 Tr. 1412. 


26/ Docket No. 6234 which involved an order to show cause, adopted 
July 28,1953, proposing the renewal of Lake Central's certificate 
for an additional year from December 31, 1954. 
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December 31,1955, instituted another investigation known as the Lake 


Central Certificate Investigation, Docket No. 6916, to consider further re- 
newal of route 88 or dismemberment among Allegheny, Ozark, and/or 


North Central and granted The Employees' petition to intervene therein. 22/ 


_* * * On November 22, Messrs. Hartman and Clifford were able 
to arrange Suitable bank financing for their stock purchase through exe- 


cution of personal notes payable in 24 monthly installments secured by a 
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pledge of the voting trust certificates to be transferred.* * * The trans- 
action closed January 31,1955, and the transfer of the voting trust certi- 
ficates subject to North Central's prior rights was approved by the Board 


over objection by North Central on February 3, 1955. 28/ 


xe x 
Meanwhile, North Central's financial situation had substantially 


improved. 
*« x * 


North Central's route structure was improved through the award 
of the Chicago-Detroit segment Whereas formerly the airline had 19 
planes and 700 employees operating 300, 000 miles per month, after new 
management took over, one plane was_ sold to obtain additional working 
capital, but miles flown were increased to 650, 000 monthly, the numbers 
of employees remained the same and salary increases were given to al- 
most half the employees. The net result was reduction in unit costs from 
$1.24 per mile in March, 1954, to just over $1.00 per mile for the year 
1955. 

On several occasions on and after December 27, 1954, North 
Central continued to press for an expeditious hearing and petitioned for 
reconsideration of the Board's approval of the stock option [Weesner Em- 
ployees |] agreement. On their part, on May 10,1955, The Employees 
brought suit in the Federal District Court in Indianapolis seeking a declara- 
tory judgment holding the contract between the Weesners and North Central 
to have been breached on three grounds: (1) failure to pay purchase price 
when due, (2) failure to cooperate in prosecuting the application for ap- 
proval of the agreement, and (3) attempting to deprive Lake Central of its 
certificate by filing for extension to route No. 88 in Docket No. 6043. This 
suit was tried on April 11,1956. * * * 

On May 19,1955, the Congress passed legislation directing the 
Board to issue permanent certificates to qualifying local service airlines. 
On June 15, The Employees joined North Central in moving the Board for 
expeditious hearing on severed Docket No. 5770. 

* * * On July 18,1955, the Board denied North Central's petition 
for reconsideration of the order approving The Employees stock option 
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agreement subject to the prior rights of North Central, severed the in- 
stant Docket Nos. 5770 and 6024 from the pending investigation, and set 


them down for hearing without undue deiay 22” xk x 


27/ Order No. E-8736. 


28 / Order No. E-8931. 


29/ Detroit-Chicago Local Service Case, Docket No. 6411, Order No. 
ae E-8975, adopted February 28, 1955. 


30/ Order No. E-9404. 
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Hearing in Docket No. 5770 commenced November 13, 1955, and 
was concluded on December 22,1955. * * * 34 / 

Lake Central received its permanent certificate on November 25th. 
* * * The dismemberment investigation having become moot due to the is- 
suance of Lake Central's permanent certificate, such was dismissed on 
April 10, 1956. S6/ 

ROUTE AND FINANCIAL DATA 

Lake Central's route No. 88 extends 1, 447 miles and is located 
primarily in Ohio and Indiana with stub-end points at Pittsburgh, Pennsyl- 
vania; Chicago, Illinois; Grand Rapids, and Kalamazoo, Michigan. In com- 
parison, North Central's route No.86 extends from Grand Forks, North 
Dakota, through Minnesota, Wisconsin, and Michigan to Chicago, Illinois, 
and South Bend, Indiana, a total of 2,735 miles. Chicago is the hub of 
both systems, serving as the southern principal point for North Central 
and a northern terminus for Lake Central. 

Both areas are heavy agricultural producing areas - the North 
Central area engaging principally in dairy and wheat farming while the 
Lake Central area produces considerable corn and hogs. The temperature 
in the North Central area is somewhat lower than that in the Lake Central 
area on the average. 

The automobile industry which is centered in Detroit, has subsi- 
diary branches manufacturing auto components scattered throughout both 
areas. Thus, the Fisher Body division of General Motors Corporation has 
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factories located in Ambridge and Pittsburgh, Pennsylvania; Cleveland, 
Hamilton, and Norwood, Ohio; Detroit, Grand Rapids, and Lansing, 
Michigan, while Chevrolet Motor Division units are located in Bay City, 
Detroit, and Saginaw, Michigan; Cleveland and Toledo, Ohio; Jamesville, 
Wisconsin and Munsey, Indiana. Allied steel, glass, rubber, and chemical 
manufacturers are located in the Lake Central area. Plants of General 
Electric are similarly located throughout both systems. 

During two two-week survey periods in March and September 
1954, 28,589 passengers traveled between the two systems of which 
20, 750 traveled between Lake Central cities and Detroit. 

Both systems have experienced a substantial growth in traffic 
in the last five years. In the fourth quarter of 1950, North Central carried 
48,797 as compared to Lake Central's 12, 757 passengers. For the second 


34 Order No. E-9744. 
36/ Order No. E-10182. 
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quarter of 1955, this amount had increased to 343, 994 for North Central or 
705 percent and 91, 120 for Lake Central or 714 percent. In revenue pas- 
senger miles, the increase for North Central was 722 percent while for 
Lake Central the comparable figure was 639 percent. Comparative Lake 
Central and North Central Balance sheet and Profit and Loss and Traffic 
data for year ending December 31,1955, follows: 


LAKE NORTH 
CENTRAL CENTRAL 


Current assets exclusive of mail pay 


receivables $328, 146 $1, 172, 695 
Current liabilities 649, 087 1, 488, 125 
Value of Aircraft ($100, 000 per DC-3) 800, 000 1,800, 000 
Notes payable 187,918 234, 934 
Long Term debt 129, 316 372, 370 
Total surplus (62, 951) 586, 920 
Total non-mail revenues 1, 220, 542 9, 309, 103 
Federal. subsidy 1,377, 504 1, 502, 186 


Total operating expenses 2, 985, 434 6, 594, 510 
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LAKE NORTH 
CENTRAL CENTRAL 
Profit or (loss) year to date $ (16, 383) 128, 449 
Revenue passenger miles flown 16, 733, 000 67, 097, 000 
General accounts payable 282, 264 250,:633 
Number of passengers carried 114, 148 431, 324 
Subsidy per passenger 12.07 3. 48 
Average ticket 9.18 11.41 
Aircraft utilization 9: 43 hrs 6: 45 
Average system passenger load factor 33.95% 50. 00% 
Average revenue passenger load (persons) 7.64 10. 50 
Total operating expenses per revenue plane mile 117.16¢ 102. 80¢ 
Break-even need per revenue plane mile 64, 98¢ 22. 96¢ 
Total mail pay per revenue plane mile (adjusted) 65. 45¢ 26. 34¢ 
Percentage of non-mail revenue to total operating 
expense 44.53% 77. 66% 


The Lake Central route is heavily duplicated by faster and more 
comfortable trunkline service between the major points. Thus, Eastern 
operates 10 daily round trips between Chicago and Indianapolis, TWA 
operates 4 round trips daily between Dayton and Chicago, of which 3 are 
nonstop, American operates 7 round trips daily between Cleveland and 
Columbus, TWA operates 4 daily flights between Columbus, Dayton, and 
Cincinnati. Martin 404, Constellation, Convair 240 and DC-6 pressurized 
250-300 m.p.h. aircraft are utilized by the named trunklines in the ser- 

- vices in competition with the Lake Central DC-3's. 
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THE NORTH CENTRAL MERGER PROPOSAL 

North Central proposes to accomplish the acquisition of Lake 
Central in three stages. The first stage consuming approximately six 
months would involve (1) the installation of North Central's officers and 
directors as managers of Lake Central; 36(a)/ (2) clearing up Lake Cen- 
tral's accounts payable estimated at the time of the hearing to total 
$134, 360 of trade accounts 60 days or older; (3) adding $34, 000 in new 
capital to cover the purchase of new station equipment and increasing 
cash working balance to $50, 000; (4) the elimination of duplicate facilities 
and temporarily at least 93 Lake Central employees principally located 
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at Chicago, Grand Rapids, Kalamazoo, and South Bend; (5) integrating 
six through-plane schedules between cities north and west of Chicago and 
those within the Lake Central area without the addition of new flights; and 
(6) the commencement of employee integration on a seniority basis. 

During the second stage which is to continue for approximately 
two years commencing during the latter part of stage one, 13 new one-way 
flights would be instituted in the Lake Central area including one round 
trip between Cincinnati and Indianapolis and three round trips between 
cities in North Central and cities in Lake Central's areas thereby in- 
creasing the operations along the Lake Central route from 220, 000 to 
316, 000 miles per month. A total of nine round trips would be operated 
between the Lake Central and North Central routes. This involves an in- 
crease of two DC-3 aircraft for the Lake Central route operations at a 
capital cost of $200,000. Increased generation of traffic is expected 
through advertising and promotional effort at an expanded rate. 

North Central maintains that its management has demonstrated 
unusual ability to promote new traffic as shown by the fact that the industry 
average increase in revenue passenger miles in 1954 over 1953 was roughly 
15 percent as compared with North Central's 21 percent. For 1955, the 
industry figure was roughly 10 percent while North Central's was 41 percent. 

North Central also points to the fact that it spends over 4 cents 
per mile on advertising ($264 per station in 1st quarter of 1955 and $631 
during the 2nd quarter) compared to Lake Central's 1 cent per mile ($39 
per station in January and $144 in July). 

Ground operations, ground and indirect maintenance and general 
and administrative costs for the Lake Central system [which during the 
second quarter of 1955 were running at 11.40 cents per mile higher for 
Lake Central] would be reduced through elimination of duplicating facilities 
and personnel as well as the introduction of North Central advanced flying 
and more efficient management techniques. 


36(a)/ Arthur E.A. Mueller, Werner L. Christensen, G. F. DeCoursin, 


Robert Grover, A. L. Wheeler, Kenneth B. Willett, would become directors 
of Lake Central, H.N. Carr, would become president, Frank N. Buttomer, 
vice pres. traffic & sales, Arthur E. Schwandt, vice pres. industrial 
(footnote continued on next page) iy 
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(footnote cont'd. from preceding page) 

relations, R.H. Bendio vice pres. maintenance & engineering, A.D. 

Niemeyer, Vice pres. Operations, and Bernard Sweet, secy-treasurer, 

as well as directors of Lake Central. “ 


[4292] 

During the third stage which is to commence within two years 
after the approvals are granted, the two systems would be completely 
integrated operationally and schedule-wise, involving a further increase 
of two planes for North Central and two planes for Lake Central operations, | 
making a total of 30 planes operating through the integrated service areas. y 
There would be 12 new and 12 integrated northbound schedules; 11 new 
and 11 integrated southbound schedules. According to North Central, one 
of the additional benefits would be the elimination of circuitous routing 
and consequent reduction in excessive fares. Thus, at the present time, 
the route between Kalamazoo and Green Bay, via Chicago is circuitous, 
involving fares of about $24.80, whereas a more direct route through the 
City of Grand Rapids would reduce the fare to approximately $16. 00. 

North Central maintains that service in the Lake Central area 
would also be benefited by entry into Detroit through the Detroit City Air- 
port in addition to the Willow Run Airport via the facilities of North Cen- 
tral presently located at both airports. The use of the Indianapolis station 
as a base would likewise benefit North Central through the availability of 
better climate than presently operative at Minneapolis. 

North Central estimates that during stage one of the merger, 
Lake Central's subsidy would be decreased by over $650, 000 annually 
after taking into account the cost of protective labor provisions. During 
the second stage of the merger when new services are instituted the sub- 
sidy cost would be decreased by $446, 000 as compared with the present 
rate. 

North Central proposes to benefit Lake Central employees by 
making available to them participation in the North Central stock o'ption 
purchase plan. Approximately 5,000 shares of North Central's stock would 
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be allocated to employees in the near future for purchase in which the 
Lake Central employees would share equally with those of North Central. 
In addition, in view of the increase in service along the integrated system 
as contemplated in the second and third stages, it was believed that all of 
Lake Central's displaced personnel would be rehired by the merged 
company. 

The purchase price for the Weesner stock figures out to $78, 500 
in accordance with the audit of the Lake Central books as a result of the 
final mail rate proceeding. In addition, North Central would invest 
$135, 000 to clear up the Lake Central's accounts payable, $10, 000 for 
new station equipment, $200, 000 for two additional aircraft and $24, 000 
for the improvement of working capital. As evidence of its fitness and 
ability to consummate the transaction, North Central discloses a cash 
balance in the bank of $325, 000, formal commitments from a bank for a 
loan amounting to $200, 000, and a line of credit for an additional $100, 000. 
As an alternative North Central can sell some of its convertible debentures 
and two of its Directors have signified their intention to purchase such de- 
bentures in the amount of $300, 000. North Central believes 
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that its common stock can also be sold to the public in the amount of 
$500, 000. One of the problems involved in the proposed integration would 
be the exchange of Lake Central DC-3 aircraft with Pratt & Whitney en- 
gines for those with Wright engines in order to achieve uniformity in main- 
tenance and spare parts. North Central claims that the exchange can be 
carried out without incurring tax liability, citing section 1031 of the 1954 
Internal Revenue Code dealing with non-recognition of gain or loss from 
exchange solely in kind and decisions thereunder involving exchanges of 
old busses and automobiles for new ones used in a business. 
THE OPPOSITION OF THE LAKE CENTRAL EMPLOYEES 
The Lake Central Employees as assignees of the Weesner Lake 


Central stock interest and plaintiffs in the action to declare the Weesner- 


North Central agreement null and void are strenuously opposed to the 
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approval of the instant transaction. However, Lake Central Airlines has ; 
adopted a neutral position herein. The Employees urged that the areas en- 
compassed by North Central and Lake Central are essentially dissimilar 
and unrelated so that a merger would defeat the Board's policy of authoriz- 
ing operation by local companies whose interests are centered in the area 
to be served. In support of this position they cite the Southwest-West Coast 
Merger Case, 14C. A.B. 356, 357 (1951). It is said that there is practically 
no traffic flow between the two local service systems since traffic proceeds P 
to the trade centers of Chicago and Detroit but not onward to the smaller 
points thereafter. Lake Central accuses North Central of being disinterested 
in concentrating on the provision of true local air service, suggesting that 
the latter airline has designs of becoming a gigantic air carrier graduating 
to the trunkline stage and thereby becoming unable to offer the intensive 
development of the Route 88 area which the 160 employee voting trust 
certificate holders residing in the area can provide. 

The Employees point out that the normal flow between the two 
systems is between the principal cities by trunkline carriers which operate 
faster and more comfortable equipment than the local service DC-3. Only 
020 passengers annually would be convenienced by integrated local service 
between the two systems based upon the March and September 1954 ori- 
gination and destination surveys. Such unsatisfied need for service con- 
necting Kokomo, Lafayette, Marion, and Lima with Toledo and Detroit can 
be provided by extending Lake Central to Detroit as proposed in the Lima- 

Detroit Service Case, Docket No. 7588 upon which hearing has been com- 
pleted. In May 1955 Lake Central paid North Central only 1.3 percent of the 
total amount that it paid out as interline revenues. The amount received 
from Lake Central in the same period for interline traffic was only 1.9 
percent of the total received by Lake Central from interline business. 
North Central ranked third among the local service carriers in interline 
revenue exchange with Lake Central during the period January 1, 1954, 
through October 31, 1955, being exceeded by Piedmont and Allegheny. In 


terms of interline revenue received from other local carriers by Lake 
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Central, North Central ranked behind Allegheny and Ozark. Because of 
this lack of traffic pull between the two systems, Lake Central alleges 
that North Central's estimate of $249, 000 in additional passenger revenues 


to 
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be generated as a result of the acquisition is overstated. By analysis 
Lake Central has reduced this amount to $54, 366 annually. 

Lake Central alleges that integration of personnel of the two 
air carriers would be difficult because of the resentment of the Lake Cen- 
tral employees against the North Central management. The stock option 
plan of North Central would be no substitute for the degree of ownership 
(97 percent) and consequent management control which The Employees 
now have in Lake Central. Upon the basis of the experience in the Monarch- 
Challenger and West Coast-Empire mergers, there would not be any sub- 
stantial savings in overhead costs realized as a result of this merger for 
the reason that overhead economies would be offset by dilution of manage- 
ment control over costs and traffic development in the merged company. 
Thus, when the operations of an air carrier become more farflung because 
of a merger, management loses contact with the day-by-day operations at 
the more remote portions of the combined system. Moreover, the degree 
of management concentration on particular local problems becomes less 
intense, resulting in an eagerness to seek non-stop and skip-stop authority 
throughout the system so as to lengthen average hop and thereby reduce 
costs. Such a policy would inevitably result in an evolution into a regional 
trunk carrier. 

The Employees point out that a considerable portion of the $476, 688 
reduction in break-even need estimated in the Bureau of Air Operations 
exhibits is attributable solely to the elimination of one management group, 
namely, Lake Central's. If the Board's purpose is to save subsidy money 
by elimination of local service managements, the logical end result would 


be the merger of all local service carriers into cne large organization. 
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The Employees maintain that North Central's proposal depends ‘ 

upon an increase in traffic which is not justified since the latter's ex- 

perience in Wisconsin, Michigan and Minnesota where there is relative 

freedom from trunkline competition is not a valid measuring stick of what 

could be accomplished in the Indiana-Ohio area where trunkline competition 
is keen. For example, North Central's success in the Milwaukee-Chicago 

segment has only been due to the fact that Northwest has not put on sufficient 

shuttle schedules with modern equipment. No similar situation obtains in ‘ 

the Indiana-Ohio area. 

The Employees state that Lake Central's record of traffic and 
costs is outstanding when it is considered that the airline has been unable 
to obtain equity or debt financing during the pendency of the acquisition 
- proceeding. It is alleged that North Central's delay of the proceeding due 

to its poor financial condition and inefficient management from the date of 

the contract to the end of 1954 has assisted in the frustration of Lake Cen- . 

tral and further that had North Central proceeded to hearing in this pro- 

ceeding when originally set, the Employee Group would never have existed. 

Thus, it is argued that Lake Central's present inability better to promote 

and develop traffic because of inadequate financing is directly traceable to 

North Central's economic distress prior to 1955. Nevertheless, from the 

fourth quarter of 1950 to the second quarter of 1955 Lake Central's traffic 

increased 714 percent as compared to North Central's 708 percent. During 

1955 Lake Central's growth has exceeded 

[4295 | 

the local service average. Thus, between January and August 1955, break- 

even need declined by 39.94 cents per plane miles as compared to the local 

service average of 16.10 cents. Non-mail revenues increased from 48.30 

cents to 52.12 cents per plane mile on a yearly basis during the period 

June 30 and December 31,1955. The smaller points on Lake Central's 

route are now generating traffic at a sufficient volume so that only one city, 


Gary, has no immediate prospect of achieving permanent certification. 
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In defense against the charge of providing inadequate service at 
Gary, The Employees point out that convenient two round trip daily sche- 
dules were operated during various periods in 1953-55 without at any time 
generating more than an average of 0.91 passengers per flight. Gary is 
located within the traffic cmtrol area of Chicago Midway Airport resulting 
in relatively poor on-time performance and schedule completion records. 
The Board granted Lake Central's application to overfly Gary on all but 
one round trip schedule daily on September 28, 1955. 37/ 

The Employees claim that North Central's ownership and manage- 
ment is unfit because of the illegal purchase by the Mueller family of 
North Central common stock during the pendency of that airline's mail rate 
proceeding and also $175, 000 of convertible debentures at 6 percent in- 
terest resulting in a large paper capital gain - a sale which was not neces- 
sary for North Central to offer at that time (September-December 1954). 
The Employees criticize North Central's advertising campaign among the 
Lake Central cities as well as its interference with The Employees' effort 
to obtain financing for the purchase of their trust certificates, North Cen- 
tral's complaint against R.B. Stewart, Chairman of Lake Central's Board 
of Directors, its effort to have Lake Central declared unfit and the latter's 
certificate suspended which complaint was dismissed by the Board. 

In their own defense The Employees claim that the fitness and 
ability of its management is not an issue in this proceeding as an element 
of the public interest or otherwise. Examiner Radcliffe's Findings in 
Docket No. 4034 involving Messrs. Hartman and Clifford were not affirmed 
by the Board and the Lake Central management consisting of Messrs. 
Hartman and Clifford has been approved by the Board on four separate 
occasions. 

Finally, The Employees allege that the purchase price to be paid 
by North Central is unrealistic - too low in terms of its current value. 

THE POSITION OF THE AFFECTED COMMUNITIES 

The City of Cincinnati, Ohio, the cities of Kalamazoo, Grand 
Rapids and Battle Creek, Michigan, the latter's Chamber of Commerce 
and Airport Board, the City of Detroit and its Board of Commerce, and 


i 
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the Cities of Gary and Fort Wayne, Indiana and the City of Milwaukee, 
Wisconsin and its Association of Commerce, appeared in favor of the 


acquisition. * * * 


377. Order No. B-9599. 
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* *« 


The Cities of Cleveland and Columbus, Ohio and Kokomo, Indiana, 
appeared as neutrals on the acquisition question but at the same time re- 


quested the improvements in service which would result from its approval. 
xxx 


The Indiana State Aeronautics Commission represented at the 
hearing by Mr.G. Keith Pettigrew filed a detailed brief opposing the mer- 
ger on the theory that such would be contrary to the Board's policy of 
providing single-carrier operation for each trade area capable of main- 
taining the service-the feasibility and wisdom of which policy has been 
proven. The Indiana-Ohio area is considered to be a well-established 
trade area requiring operation of its local air service system by a carrier 
which would direct complete and undivided attention and effort to its air 
transportation needs. The Commission argues further, that the Indiana- 
Ohio system can attain "relative self-sufficiency" in the "relatively near 
future" if Lake Central is permitted to complete its program of extension 
to Detroit proposed inthe Lima-Detroit Service Case, Docket Nos. 7480 and 
7588. Finally, the proposed acquisition would not provide any material 
local air service advantage to the Indiana-Ohio area which would not other- 
wise be provided by certain minor but important route alignments and ex- 
tensions to the existing system. The Commission states that the two trade 
areas are dissimilar pointing out that the mere fact that the two trade area 
centers, Chicago and Detroit, exist in common does not justify a merger 
simply because one system has already been extended to the point of com- 
mon interest and the other system has not. The Commission doubts that 
North Central could or would provide purely local air service to the com- 


munities in Indiana and Ohio and feels that the Indiana-Ohio area is sufficient 
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to support Lake Central without too high a requirement for subsidy. It 
believes that no material advantage would be afforded by the acquisition, 
since new schedules would not go into effect for two or three years and 
that the basic schedule and route alignment needs of the area can be more 
readily realized by action of the Board inthe other pending proceedings 
which would extend Lake Central to Detroit. 


THE POSITION OF THE BUREAU OF AIR 
OPERATIONS 


The Bureau of Air Operations opposes the acquisition on the 
grounds (1) that the essential purpose of the Board in encouraging a mer- 
ger of Lake Central with some other airline in 1952 no longer exists since 
the Weesner interests are out of the picture and (a) disapproval of the ac- 
quisition agreement would permit immediate development of intensive 
and extensive local service in the Ohio-Indiana area. * * * 

In addition, the Bureau cites the advantage of an independent 
air carrier specializing and serving the needs of a particular locale point- 
ing out that the Ohio-Indiana area is certainly a different region than the 
Minnesota- Wisconsin territory where North Central is now centered. 

The Bureau finds that the potential savings through unification of 
management and the advantage of new one-carrier andoneplane service 
are insufficient to justify support of the agreement. It argues that reduc- 
tion in unit costs can be achieved by enlarging the size of Lake Central 
through the award of new routes in the pending Erie-Detroit and Lima- 


Detroit proceedings; 
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that the proposed new one-carrier one-plane service would not benefit a 
large number of passengers and would not represent an improvement over 
the existing service provided by a combination of trunkline and local air- 
line flights. The Bureau points out that Lake Central has shown a substan- 
tial improvement in each of the last three years ending June 30 reflecting 
the increased ability of management to develop route potential in addition 


to normal traffic increase and resulting in a mail pay rate reduction of 


om 
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some $119,000 annually. In addition, the hostility between the two groups 
is not conducive to the team work that is required to make a success of 
the merger. 

The Bureau believes that additional capital can be brought in if 
the contract were eliminated and that Lake Central's present management 
is well-qualified and possesses a high degree of skill, courage, morale and 
technical know-how. In support of the Lake Central management the Bureau 
points to the highly favorable testimony of the voting trustee, Mr. Joseph 
J.O'Connell, former Chairman of the Board who appeared as a character 
witness at the hearing. Mr. O'Connell testified that he shared complete 
confidence in the integrity and capacity of Lake Central's management as 
"among the cream of the operating people in the local service picture." 


* * aK 


FINDINGS AND CONCLUSIONS 


The Applicable Law: Under the terms of Section 408(a)(5), (b), 


409 and 412(b) Z of the Act, two distinct issues are presented for decision: 
* x * 
(1) whether or not the North Central-Weesner stock acquisition agreement 


"will not be consistent with the public interest or that the conditions of 
this Section [s408] will not be fulfilled, "' and (2) whether or not the agree- 
ment "would result in creating a monopoly or monopolies and thereby re- 
strain competition or jeopardize another air carrier not a party to the * * 
acquisition of control."" Under Sections 409 and 412 the agreement and the 
resulting interlocking relationships must be found to be not "adverse to the 
public interest". Insofar as these criteria are concerned, the expressions 
“adverse to" and "not consistent with" the public interest have essentially 
the same meaning. Saf Unless the Board finds that the acquisition of con- 
trol agreement "will not be consistent with" or "adverse to the public in- 
terest" sections 408(a)(5) and 412(b) provide that the Board "shall, by order, 
approve" such agreement (underlining supplied). in addition the proposed 
transfer of the Lake Central certificate for route 88 to North Central in- 
volves a transaction under s 401 (i) of the Act which provides that "No 


certificate may be transferred unless such transfer is approved by the 
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. Board as being consistent with the public interest.'"' The term "public 


interest" is defined in section 2 of the Act. 53/ 


51/ Sections 408(a)(5), (b), 409 and 412(a)(b) provide as follows (***). 


52/ United Air Lines - Western Air Express Interchange of Equip- 
ment, 1C.A.B. 719, 728 (1940). 


53/ Section 2 provides as follows: * * *, 
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The adjudication of public interest considerations involves a 
balancing process. As the Board has pointed out, no single factor is con- 
trolling. Rather, all considerations disclosed by the evidence must be 
weighed in relation to the high purposes enumerated in s2 of the Act in 
order to calculate, as near as may be determined, the probable net 


effect of the proposed transaction upon the public interest. 54/ 


* * * * * * 


Subsidy Savings Resulting From The Proposed Acquisition 
73/ 


North Central has accepted — the Bureau's estimate of potential 
Federal subsidy savings in break-even need deriving from the acquisition 
in the amount of $476, 688 annually based upon operations for the year 
ended March 31,1955, and including the estimated effect of an additional 
daily round trip between Chicago and Cincinnati. This estimate assumes 
(1) that North Central's management will replace the two managements 
previously existing and that all costs attendant on the merger of the two 
systems have been met and no longer affect operations of the integrated 
companies, (2) that North Central's favorable operating cost differential 
as compared with Lake Central will persist and (3) that North Central will 
be able to operate the combined systems at or near its present level of 
unit costs. In addition North Central estimates its liability under the 
labor protective provisions at approximately $45, 000. The Bureau accepts 
this figure also but states that if traffic increases more than the estimated 
growth rate, this figure can be reduced, and conversely if traffic should 
decline, the $45, 000 figure may be somewhat larger. 
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The Bureau's estimated reduction in break-even need is broken 
down as follows in round figures: $85, 000 would be saved annually through 
reduced station expenses principally at the four stations now being served 
by both carriers: namely, Chicago, South Bend, Kalamazoo and Grand 
Rapids. Other ground and indirect expenses also largely attributable to 
the elimination of the duplicate operations would be reduced by $221, 000. 
A passenger revenue increase is estimated at $187, 000 annually. Thus, 
instead of a total North Central-Lake Central break-even need of 
$3, 344, 523 based on data for the twelve months ending March 31, 1955, 
the Bureau estimates a figure of $2, 867, 835 as total break-even need as a 
result of an integrated system operated by North Central. 

In opposition to the Bureau's and North Central's estimates, The 
Employees argue that the experience of the Monarch Airlines and Chal- 
lenger Airlines merger into Frontier Airlines indicates that ground and 
indirect expenses increased steadily rather than decreased during the 
period 1950 


54/ American Airlines, Control of Mid-Continent Airlines, 7C. A.B. 
365, 372, (1946) Se 


73/ North Central, originally estimated savings during the first stage 
of the merger of some $650, 000 per year after taking into account the 
cost of protective labor provisions. During the second stage the savings 
were estimated at $446, 000 annually. 
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through 1955. The same result is alleged to have been true of the Empire 
Airlines-West Coast Airlines merger. The reason advanced by The Em- 
ployees for this result is that overhead economies are offset by a dilution 
of management control over costs and traffic development in the merged 
company. The Employees also cite the Delta Airlines-Chicago and Southern 
Airlines merger and the Braniff Airways-Mid-Continent Airlines merger, 
as examples of increased costs resulting despite merger. North Central 
argues that the higher costs stemming from the latter two mergers were 
due to the acquisition of new flight equipment in the year following their 


consummation which substantially increased depreciation expense. 
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It is not possible on this record to determine how much of the 
cost increases occurring after the named mergers were due to lack of 
cost control as alleged by The Employees or rather the introduction of 
more modern equipment and the inflationary cost spiral which affected all 
airline costs between 1950 and 1955. Noris it possible herein to analyze 
the cost effect of route changes affecting the merged companies which 
may also have contributed to the cost increase. The best that can be 
done is to analyze the exhibits presented herein to determine the pro- 
bable effect of the merger proposed in this proceeding. 

*x* * * * *K x 

There appears to be no substantial reason to reject the Bureau's 
estimates of cost savings. The Employees admit in their brief that where 
merger occurs and the surviving carrier is the lower cost carrier, savings 
will be effected. The details of the projected savings at the four cities 
where duplicate facilities exist and the result of the elimination of the 
Lake Central management have been adequately set forth in the North 
Central exhibits and are corroborated by the Bureau which must be con- 
sidered as entirely disinterested in view of its general opposition to the 
proposed acquisition. On the other hand North Central's estimate of 
1, 400, 000 passenger traffic increase over Route 88 during Phase II of the 
combined operation appears to be considerably over-optimistic. The 
Bureau's more modest figure of $187, 000 increase for both routes due to 
greater schedule frequency and application of North Central's higher 7 
cents per mile yield appears to be more realistic. 

The $45, 000 estimated employee protective conditions expense 
may also be reduced by reason of the fact that antipathy exists between 
the Lake Central employees and North Central with the result that many 
Lake Central employees may seek employment elsewhere rather than 
exercise their reemployment rights. This is the testimony of Lake Cen- 
tral's witnesses Donald S. Getchel, Vice President Traffic and Sales, and 
Dr. John R. Paulsen, 
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Director of Personnel, at the hearing herein. 48/ 

x kx * x kx xk 

. . . it is concluded that the Bureau's estimate of annual cost 
savings of $476, 688 to be derived from the proposed merger is reason- 
able... 

x x * x ke & 

* * * The purchase price, which was the net book value finally 
determined plus $10, 000 for good will and intangibles, amounts to approxi- 
mately $1.00 per share, which is precisely the same as The Employees 
subsequently paid the Weesners in the spring of 1954 for the same Stock. 
However, by acquiring Lake Central, North Central also acquires its out- 
standing obligations, which at the time of the hearing included $134, 000 
long overdue debts. In the interim, since both transactions were negotiated, 
Lake Central has obtained a permanent certificate and Route 88 traffic has 
increased * * *. Itis apparent that whichever group is eventually suc- 
cessful in acquiring control of Lake Central it will in all probability ob- 
tain an excellent bargain for the price paid. 

But this is not a concern of Government. It would not be proper 
to remake a contract negotiated at arm's length and under different cir- 
cumstances so as to accord either of the two contenders a worse deal than 
they bargainedfor. The Government should be concerned only where an 
overly inflated price is to be paid which may find its way into the rate 
base so as to adversely affect future Federal subsidy statutory obligations 
or commercial rates to the public, or where minority stockholders' in- 


terests are unjustly prejudiced, none of which are present herein. 


*x* * * * * * 


15/ Mr. Getchell stated that "many" of the 150 employees under his 
jurisdiction made the flat statement that they would never work for North 
Central Airlines (Tr.975). Dr. Paulsen stated that there would be a "rather 


high turnover" after the merger takes place. (Tr. 910). 
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[4301 ] ORDER NO. E-11548 


UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D.C. 


Adopted by the Civil Aeronautics Board, at its 
office in Washington, D. C., on the 
9th day of July, 1957 


In the matter of the 


NORTH CENTRAL-LAKE CENTRAL ; Docket No. 5770 et al. 
ACQUISITION CASE ———s 


ORDER 

A public hearing having been held in the above-entitled pro- 
ceeding and the Board, upon consideration of the record, having issued 
its opinion containing its findings, conclusions and decision, which is 
attached hereto and made a part hereof; 

IT IS ORDERED: 

1. That the application of North Central Airlines, Inc. in Docket 
No. 5770 be and hereby is denied. 

2. That the joint application of North Central Airlines, Inc. and 
Lae Central Airlines, Inc. in Docket No. 6024 be and hereby is denied. 

By the Civil Aeronautics Board: 


/s/ M. C. Mulligan 
Secretary 


(SEAL) 
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PETITION OF NORTH CENTRAL AIRLINES, INC. 

TO REOPEN THE RECORD, AND FOR REARGUMENT 

AND RECONSIDERATION OF THE BOARD'S ORDER 
NO. E-11548 


1. INTRODUCTION 

On July 9,1957, the Civil Aeronautics Board found that the pro- 
posed acquisition of Lake Central Airlines, Inc.by North Central Airlines, 
Inc. was not in the public interest and, accordingly, denied North Cen- 
tral's application therefor by Order No. E-11548. 
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Despite the tremendous amount of subsidy savings which the é 
Board recognized would be realized by the acquisition, the Board stated 
that certain findings overbalanced this advantage: 
1. Lack of traffic integration in the areas now served 
separately by Lake Central and North Central; 
2. North Central would operate a local service system of 
"unprecedented size”; 
| 3. Lake Central has ability to make substantial progress 4 
towards self sufficiency. 
North Central contends that this decision of the Board is arbitrary 
and capricious in that the standards used as bases for denying the ac- 
quisition constitute a departure from prior norms, without adequate 


reasons for such departure being given. North Central further contends 


[4310] 
that the conclusion was made without the observance of procedure re- 
quired by law, in that insufficient findings were made to support its con- 
clusion, and that the findings made are unsupported by substantial evi- 
dence on the record as a whole. 
| As an introductory example, nowhere did the Board in its opin- 
ion, weigh, consider, recognize or even refute the Examiner's finding 
that North Central would be providing the cities in the Lake Central system 
_ with 44% more service (I. D. 60). Certainly, this provision of improved 
- service, which Lake Central is unable or unwilling to provide, is an 
important factor in determining the public interest aspects of this case. 


Il. THE BOARD HAS NOT EXPLAINED ITS DEPARTURE FROM 
PRIOR NORMS. 


A. The Board Has Not Explained Its Departure From The Norm 
In the Arizona-Monarch Merger Case With Respect To The Factor Of 
Integration. 


In the National-Carribean-Atlantic Control Case, 6 CAB 671 


(1946), as well as in other cases (American Airlines, Inc. Control of 





Mid-Continent Airlines, 7 CAB 365), the Board in denying the acquisition 
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of one airline by another based its decision, at least in part,on the finding 
that there was little traffic exchanged between the two systems, and 
accordingly, found that the merged operation would not contribute to the 
public convenience and necessity. However, in the Arizona-Monarch 
Merger Case, 11 CAB 246 (1950), the Board approved the merger of 
Arizona Airways, Inc. and Monarch Air Lines, Inc. On page 247, the 
Board specifically considered the matter of "integration" as a factor in 


the determination of mergers between local service carriers. 


[4311] 
In referring to Bonanza's contention that the two systems could not be 
logically intergrated and to the Examiner's discussion of the principle of 
integration enunciated in the National-Carribean-Atlantic Case, supra, 
the Board stated: 


"It must be remembered, however, that we 
are not dealing with trunk-line air carriers, 
but are faced with the merger of two local, 
or feeder airlines.... Under these circum- 
stances, it is not essential that the routes of 


the two companies be complimentary. To hold 


otherwise would be to recognize the necessity 
on the part of local or feeder operators to pro- 
vide long haul transportation." 


"We are of the opinion that the only real 
issue presented with respect to the question of 
integration is that which relates to the econo- 


mies which would be achieved through the joint 
use of facilities, equipment, and personnel." 
Thus, the Foard established and defined the principle of inte- 


gration relevant to determining public interest aspects in cases involving 
mergers of local service carriers, i.e. that integration permitting 
economies through joint use of facilities, equipment and personnel. Traf- 
fic, operational and geographic integration, was specifically rejected as 
a standard in determining the feasibility of feeder mergers. 

As to the economies relating to joint use of facilities in this 
case, duplicate communication, ticketing and reservation facilities would 


be eliminated at four major points where the two systems connect at 
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Despite the tremendous amount of subsidy savings which the ‘ 
Board recognized would be realized by the acquisition, the Board stated 
that certain findings overbalanced this advantage: 
1. Lack of traffic integration in the areas now served 
separately by Lake Central and North Central; 
: 2. North Central would operate a local service system of 
| "unprecedented size”; 
3. Lake Central has ability to make substantial progress 4 
towards self sufficiency. 
North Central contends that this decision of the Board is arbitrary 
and capricious in that the standards used as bases for denying the ac- 
quisition constitute a departure from prior norms, without adequate 


reasons for such departure being given. North Central further contends 
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that the conclusion was made without the observance of procedure re- 
quired by law, in that insufficient findings were made to support its con- 
clusion, and that the findings made are unsupported by substantial evi- 
dence on the record as a whole. 

As an introductory example, nowhere did the Board in its opin- 
ion, weigh, consider, recognize or even refute the Examiner's finding 
that North Central would be providing the cities in the Lake Central system 
with 44% more service (I. D. 60). Certainly, this provision of improved 
service, which Lake Central is unable or unwilling to provide, is an 
important factor in determining the public interest aspects of this case. 


Ir. THE BOARD HAS NOT EXPLAINED ITS DEPARTURE FROM 
PRIOR NORMS, 


A. The Board Has Not Explained Its Departure From The Norm 
In the Arizona-Monarch Merger Case With Respect To The Factor Of 
Integration. 

In the National-Carribean-Atlantic Control Case, 6 CAB 671 


(1946), as well as in other cases (American Airlines, Inc. Control of 


Mid-Continent Airlines, 7 CAB 365), the Board in denying the acquisition 
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of one airline by another based its decision, at least in part,on the finding 
that there was little traffic exchanged between the two systems, and 
accordingly, found that the merged operation would not contribute to the 
public convenience and necessity. However, in the Arizona-Monarch 
Merger Case, 11 CAB 246 (1950), the Board approved the merger of 


Arizona Airways, Inc. and Monarch Air Lines, Inc. On page 247, the 


Board specifically considered the matter of "integration" as a factor in 


the determination of mergers between local service carriers. 


[4311] 
In referring to Bonanza's contention that the two systems could not be 
logically intergrated and to the Examiner's discussion of the principle of 
integration enunciated in the National-Carribean-Atlantic Case, supra, 
the Board stated: 


"It must be remembered, however, that we 
are not dealing with trunk-line air carriers, 
but are faced with the merger of two local, 
or feeder airlines.... Under these circum- 
stances, it is not essential that the routes of 


the two companies be complimentary. To hold 


otherwise would be to recognize the necessity 
on the part of local or feeder operators to pro- 
vide long haul transportation." 


"We are of the opinion that the only real 


issue presented with respect to the question of 
integration is that which relates to the econo- 
mies which would be achieved through the joint 
use of facilities, equipment, and personnel." 


Thus, the Foard established and defined the principle of inte- 
gration relevant to determining public interest aspects in cases involving 
mergers of local service carriers, i.e. that integration permitting 
economies through joint use of facilities, equipment and personnel. Traf- 
fic, operational and geographic integration, was specifically rejected as 
a standard in determining the feasibility of feeder mergers. 

As to the economies relating to joint use of facilities in this 
case, duplicate communication, ticketing and reservation facilities would 


be eliminated at four major points where the two systems connect at 
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Chicago, Grand Rapids, Kalamazoo and South Bend. These points rank 
among the largest in both the North Central and Lake Central systems 
and there can be no Sincere doubt that economies would be realized if 


the proposed acquisition was approved. 


[4312] 
As to the economies relating to personnel, the Examiner found (I.D. 20, 
64) that 93 Lake Central employees principally located at the points re- 
ferred to above could be eliminated. The result is that $85, 000. 00 would 
be saved annually through reduced station expenses and $221, 000. 00 
would be saved annually in ground and indirect experses, largely attri- 
butable to the elimination of duplicate operations (I. D. 63, 64). With the 
extension of Lake Central to Detroit, this duplication of personnel and 
facilities would further be eliminated, resulting in still additional substan- 
tial savings in the Federal Treasury. 

With respect to economies to be achieved through the joint use 
of equipment, North Central established by evidence not refuted in the 
record that a savings of one airplane could be made immediately in the 
operation of both systems by North Central Airlines, thus representing a 
savings in the neighborhood of $125, 000. 00. 

The fact that these savings made possible only by the acquisition 
would be realized, was specifically recognized by the Board. On page 2 of 
its opinion, the Board expressly adopted as an integral part of its opinion 
certain findings of the Examiner attached to the Opinion, one of which 


set forth on page 19 of the Initial Decision attached to the Opinion reads 
as follows: 


Al 


- . - it is concluded that the Bureau's estimate of 
annual cost savings of $476, 688. 00 to be derived 
from the proposed merger is reasonable. .. ." 


In view of such great annual subsidy savings made possible by 
reason of the factors defined in the Arizona-Monarch Merger Case, the 


merger of Lake Central and North Central has clearly satisfied the test 


of integration 
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applicable to mergers of local service carriers. 

In the Southwest-Westcoast Merger Case, 14 CAB 356, a merger 
between two local carriers was denied, but the principle of integration 
expressed in the Arizona-Monarch Case, was basically followed. For 
example, the only savings to be achieved through joint use of personnel 
facilities and equipment at stations was at Medford, Oregon-the sole 
point common to the two systems. That particular item represented only 
a $9, 450.00 savings. However, if recognized by the Examiner (I. D. 58-9) 
and not refuted by the Board: 


", . . it is clear that the decision in that case was 
based upon what was then believed to be two more 
beneficial mergers, namely, Westcoast-Empire and 


Southwest-Bonanza." (Emphasis supplied) 1/7 — 

The requirement that administrative agencies conform to cri- 
teria or norms established in prior proceedings or adequately explain 
their departure therefrom was unambiguously announced by the Supreme 


Court of the United States in Secretary of Agriculture v. United States, 


et al., 347 U.S. 645 (1954). There Mr. Justice Frankfurther, speaking 


for the majority, 2/ stated that in dealing with 


1/ That this factor comprised a primary consideration and the denial 


of the merger was further evidenced by the reception shown by the Board 
when Westcoast and Empire petitioned for approval of their merger agree- 
ment, which intoxicated them with such joy that they broke a time honored 
and universal precedent and allowed a writeup in assets of over $100, 000. 
for rate making purposes. West Coast and Empire Merger Case, 15 CAB 
971. 


2/ Three Justices filed concurring opinions and Mr. Justice Jackson 


took no part in the consideration or decision. 


[4314] 
technical and complex matters, the Commission must necessarily have 
wide discretion but, Mr. Frankfurther continued: 


". , . while the Commission has had adumbrated 
the reasons that commended these charges to its 


approval, the Commission has not adequately § = 


plained its departure from prior norms. . 
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Chicago, Grand Rapids, Kalamazoo and South Bend. These points rank 
among the largest in both the North Central and Lake Central systems 
and there can be no sincere doubt that economies would be realized if 


the proposed acquisition was approved. 


[4312] 
As to the economies relating to personnel, the Examiner found (I.D. 20, 
64) that 93 Lake Central employees principally located at the points re- 
ferred to above could be eliminated. The result is that $85, 000. 00 would 
‘be saved annually through reduced station expenses and $221, 000. 00 
would be saved annually in ground and indirect experses, largely attri- 
‘butable to the elimination of duplicate operations (I. D. 63, 64). With the 
extension of Lake Central to Detroit, this duplication of personnel and 
facilities would further be eliminated, resulting in still additional substan- 
tial savings in the Federal Treasury. 

With respect to economies to be achieved through the joint use 

of equipment, North Central established by evidence not refuted in the 
record that a savings of one airplane could be made immediately in the 
operation of both systems by North Central Airlines, thus representing a 
savings in the neighborhood of $125, 000. 00. 

The fact that these savings made possible only by the acquisition 
would be realized, was specifically recognized by the Board. On page 2 of 
its opinion, the Board expressly adopted as an integral part of its opinion 
certain findings of the Examiner attached to the Opinion, one of which 


set forth on page 19 of the Initial Decision attached to the Opinion reads 
as follows: 


iA 


. it is concluded that the Bureau's estimate of 
annual cost savings of $476, 688. 00 to be derived 
from the proposed merger is reasonable. .. ." 


In view of such great annual subsidy savings made possible by 
reason of the factors defined in the Arizona-Monarch Merger Case, the 


merger of Lake Central and North Central has clearly satisfied the test 


of integration 
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applicable to mergers of local service carriers. 

In the Southwest-Westcoast Merger Case, 14 CAB 356, a merger 
between two local carriers was denied, but the principle of integration 
expressed in the Arizona-Monarch Case, was basically followed. For 
example, the only savings to be achieved through joint use of personnel 
facilities and equipment at stations was at Medford, Oregon-the sole 
point common to the two systems. That particular item represented only 
a $9, 450.00 savings. However, if recognized by the Examiner (I. D. 58-9) 
and not refuted by the Board: 


", . . it is clear that the decision in that case was 
based upon what was then believed to be two more 
beneficial mergers, namely, Westcoast-Empire and 


Southwest-Bonanza." (Emphasis supplied) 1/ — 

The requirement that administrative agencies conform to cri- 
teria or norms established in prior proceedings or adequately explain 
their departure therefrom was unambiguously announced by the Supreme 


Court of the United States in Secretary of Agriculture v. United States, 


et al., 347 U.S. 645 (1954). There Mr. Justice Frankfurther, speaking 


for the majority, 2/ stated that in dealing with 


1/ That this factor comprised a primary consideration and the denial 


of the merger was further evidenced by the reception shown by the Board 
when Westcoast and Empire petitioned for approval of their merger agree- 
ment, which intoxicated them with such joy that they broke a time honored 
and universal precedent and allowed a writeup in assets of over $100, 000. 
for rate making purposes. West Coast and Empire Merger Case, 15 CAB 
971. —_ 


2/ Three Justices filed concurring opinions and Mr. Justice Jackson 
took no part in the consideration or decision. 


[4314] 
technical and complex matters, the Commission must necessarily have 


wide discretion but, Mr. Frankfurther continued: 


". , . while the Commission has had adumbrated 
the reasons that commended these charges to its 


approval, the Commission has not adequately s 


plained its departure from prior norms. . 
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"We do not know whether the Commission 
has disregarded its own findings. . . or whether, 
in order to meet an unusual situation, the Com- 
mission has modified the normal doctrine. . ." 


In this case the Board has not only failed to explain its departure 
_ from the Arizona-Monarch Merger Case, supra, but omitted to even 
mention its existence. In view of the foregoing, North Central contends 
that the decision is arbitrary and capricious under the terms of Section 


10(e) of the Administrative Procedure Act. 


B. The Board Has Not Adequately Explained This Departure From The 


Norm of "Size". 

In the Mississippi Valley Case, 8 CAB 726, 752 (1947) the Board 
in extending the Parks system from the North Central and Great Lakes 
area stated: 


", . .it is significant that the incidental result of its 
selection will demonstrate the effectiveness of in- 
creased size of local operations in meeting the prob- 
lems of operating costs, equipment, utilization and 
financing." 


The bénefits of size were also recognized in the Texas-Oklahoma 
Case, 7 CAB 481, 537 (1946). There the Board stated that the only prac- 


ticable way to achieve lower unit costs was to permit the local carrier 


to operate enough route mileage to be enabled to spread its overhead 


charges and to achieve maximum utilization 


[4315 ] 

of its flight equipment. 

The Board's policy as to the size of the local service carriers 
was Clearly enunciated in the Monarch-Challenger Merger Case, 11 
CAB 33-37 (1949). There the Board primarily considered the economies 
which could result from the combined operation. The Board stated that it 
was convinced that substantial savings could be obtained through the mer- 
ger and that the consolidated system would produce more efficient and 
economical service. As to the opposition of Continental and Inland with 


respect to the possible effect on their systems through the establishment 


* 7 
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of a large feeder carrier in an area now served by them, the Board stated: 


"We do not share in the concern of these carriers 
that the increase in size of a feeder carrier, per 

se, endangers their operation. We have constantly 
endeavored to avoid establishing competition between 
feeder and trunkline carriers and we see no reason 
for abandoning this policy. Hence, we are not im- 
pressed with the argument that the increase in size 
of the feeder company represents a danger to so- 
called regional trunkline operators." 


The confidence of that Board in its ability to insure the pro- 
vision of local service despite the total size of the local carrier was 
also expressed by the Board deciding the Southwest-Westcoast Merger 
Case, supra. There, despite implications to the contrary on page 6 of 
the Board's opinion herein, that Board on page 358 stated that it did not 
share the concern of the trunkline opposing the merger, with the possi- 
bility of the merged carrier assuming trunkline characteristics. It is 
unfortunate that this Board is not confident of its ability and of North 
Central's intention of insuring the provision of adequate local service 


to the smaller communities 





[4316] 
in the two systems. 

Furthermore, in the Arizona~Monarch Merger Case, supra, 
the Board expressed no hesitancy in creating a system involving more 
route mileage than eight of the trunklines, including National and Western, 
and very substantially larger than any of the existing local service car- 
riers, the spread involved being substantially larger than that involved 
between the combined North Central-Lake Central system and the other 
carriers. (Appendix G, NOR121-125). 

In view of this substantial showing of the Board's favoring size 
when economies result therefrom and in view of the Board's decision in 
the Arizona-Challenger-Monarch Merger Cases, North Central contends 
that the Board's reliance on the size, per se of the combined North Cen- 


tral-Lake Central systems constitutes an abrupt departure from its 
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"We do not know whether the Commission 
has disregarded its own findings. . . or whether, 
in order to meet an unusual situation, the Com- 
mission has modified the normal doctrine. . ." 


In this case the Board has not only failed to explain its departure 
from the Arizona-Monarch Merger Case, supra, but omitted to even 
mention its existence. In view of the foregoing, North Central contends 

_ that the decision is arbitrary and capricious under the terms of Section 
10(e) of the Administrative Procedure Act. 


B. The Board Has Not Adequately Explained This Departure From The 


Norm of "Size". 

In the Mississippi Valley Case, 8 CAB 726, 752 (1947) the Board 
in extending the Parks system from the North Central and Great Lakes 
area stated: 


",. . .it is significant that the incidental result of its 
selection will demonstrate the effectiveness of in- 
creased size of local operations in meeting the prob- 
lems of operating costs, equipment, utilization and 


financing." 


The bénefits of size were also recognized in the Texas-Oklahoma 
Case, 7 CAB 481, 537 (1946). There the Board stated that the only prac- 
ticable way to achieve lower unit costs was to permit the local carrier 
to operate enough route mileage to be enabled to spread its overhead 


charges and to achieve maximum utilization 
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of its flight equipment. 

The Board's policy as to the size of the local service carriers 
was Clearly enunciated in the Monarch-Challenger Merger Case, 11 
CAB 33-37 (1949). There the Board primarily considered the economies 
which could result from the combined operation. The Board stated that it 
was convinced that substantial savings could be obtained through the mer- 
ger and that the consolidated system would produce more efficient and 
economical service. As to the opposition of Continental and Inland with 


respect to the possible effect on their systems through the establishment 


aly 
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of a large feeder carrier in an area now served by them, the Board stated: 


"We do not share in the concern of these carriers 
that the increase in size of a feeder carrier, per 

se, endangers their operation. We have constantly 
endeavored to avoid establishing competition between 
feeder and trunkline carriers and we see no reason 
for abandoning this policy. Hence, we are not im- 
pressed with the argument that the increase in size 
of the feeder company represents a danger to so- 
called regional trunkline operators." 





The confidence of that Board in its ability to insure the pro- 
vision of local service despite the total size of the local carrier was 
also expressed by the Board deciding the Southwest-Westcoast Merger 
Case, supra. There, despite implications to the contrary on page 6 of 
the Board's opinion herein, that Board on page 358 stated that it did not 
share the concern of the trunkline opposing the merger, with the possi- 
bility of the merged carrier assuming trunkline characteristics. It is 
unfortunate that this Board is not confident of its ability and of North 
Central's intention of insuring the provision of adequate local service 


to the smaller communities 


[4316] 
in the two systems. 

Furthermore, in the Arizona-Monarch Merger Case, supra, 
the Board expressed no hesitancy in creating a system involving more 
route mileage than eight of the trunklines, including National and Western, 
and very substantially larger than any of the existing local service car- 
riers, the spread involved being substantially larger than that involved 
between the combined North Central-Lake Central system and the other 
carriers. (Appendix G, NOR121-125). 

In view of this substantial showing of the Board's favoring size 
when economies result therefrom and in view of the Board's decision in 
the Arizona-Challenger-Monarch Merger Cases, North Central contends 
that the Board's reliance on the size, per se of the combined North Cen- 


tral-Lake Central systems constitutes an abrupt departure from its 
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previous policy, the reason for which is not adequately explained. Secre - 


tary of Agriculture v. United States, supra. As will be shown infra, the 
alleged reasons apparently supporting this criterion are irrelevant, in- 
sufficient and/or unsupported by substantial evidence. 


iil. THE ULTIMATE FINDINGS OF THE BOARD DO NOT SUPPORT 
THE CONCLUSION THAT THE ACQUISITION IS INCONSISTENT WITH 
THE PUBLIC INTEREST. 


A. The Finding That There Is Little Traffic Integration 
Between The Two Systems Would Not Adversely Affect the Public 
Interest If the Acquisition Was Approved. 


On pages 2 through 5 of the Board's Opinion, the belief was 
expressed that there was little traffic flowing between the two systems 
and that the acquisition should be denied for this reason. North Central 
contends that the volume of traffic to be interchanged between the two 


systems has no effect on public interest considerations as expressed in 


[4317] 
Section 2 of the Act. In what conceivable manner would the traveling, 
taxpaying or any other public interest be prejudiced by the merger be- 
- cause there may be little traffic traveling between cities now served 
separately by North Central and Lake Central? It would appear to be in 
the public interest to approve the acquisition if but one passenger a 
month traveled between the cities two systems, for this is a benefit 
which would not otherwise be achieved. 

Little traffic is exchanged between Brainard and Bemidji on 
the one hand, and International Falls and Iron Mountain on the other, yet 
all four points are served by North Central. However, this lack of traf- 
fic movement between these points has never been recognized to support 
a finding that North Central should not serve these points. Similarly, 
North Central considers that the alleged lack of traffic movement between 
the cities located on the two systems should constitute no bar to the 
approval of the proposed acquisition. 

North Central urges the Board to follow the test established in 
the Arizona-Monarch Merger Case, supra. There, tests established by 
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the Board had important relevance to the public interest as set forth in 
paragraphs(b) and (c) of Section 2 of the Act: 


"(b) The regulation of air transportation 

in such manner as to recognize and pre- 

serve the inherent advantages of, assure 

the highest degree of safety and foster 

sound economic conditions in such trans- 
portation, to improve the relations between, 
and coordinate transportation by, air carriers." 





"(c) The promotion of adequate, economical, 
and efficient service by air carriers at reason- 
able charges, without unjust discriminations, 
undue preferences or 


[4318] 


"...advantages or unfair or destructive 
competitive practices. . ." 


The requirement of extensive traffic integration is conspicuously 
absent in Section 2 and in Section 408 regarding the congressional direc- 
tion that the Board shall approve acquisitions unless not found consistent 
for the public interest. 


B. The Finding That North Central Would Be Of "Unprecedented 
Size'"" Does Not Support The Conclusion That The Acquisition is Incon- 
sistent With The Public Interest. 


On pages 5 through 7 of the Board's Opinion, the proposed ac- 
quisition was described as resulting in a 'Sprawling" and "wide-flung"' 
system of "unprecedented size" and would take on "characteristics akin 
to a trunkline carrier." These beauteous adjectives more commonly 
found in the poetry of the mystics of the nineteenth century admittedly 
produce a desirable literary effect to the Board's decision. However, 
their adverse affect or materiality to the public interest as defined in 
Section 2 of the Act is left undefined, as well as the precise meaning of 
these terms. For example, how will the fact that the route mileage of 
the combined system is of unprecedented size adversely affect the pro- 


motion of adequate economical and efficient service as disclosed by the 


record in this case? Why will the combined "sprawling" and "wideflung" 
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system be less economic and efficient than the system resulting from the 4 


approval of the Monarch-Arizona-Challenger Mergers? What "character- 


istics akin to a trunkline carrier" will the combined system possess which 


¢ 


renders it unable to satisfy any of the public interest considerations ex- 


pressed in Section 2 of the Act? Unless some clearly ascertainable 


[4319 | 

meaning of the foregoing terms is provided and unless such terms are 4 
shown to have an adverse effect on the public interest, North Central 
contends that the Board's findings in this respect do not support the con- ° 
clusion that the acquisition is adverse to the public interest. 

Furthermore, the size of the combined North Central-Lake 
Central system represents a much smaller spread as compared with 
other local carriers than the spread resulting from the Arizona- 
Challenger-Monarch system established by the Board in 1950, as shown 
in Appendix G and NOR 121-125. In the Board's consideration of these 
cases, the factor of ''unprecedented size" and the subsidiary findings 
that the management would be spread over too much territory and that 
the carrier's operation would be transformed, prejudicing the smaller 
communities were given no consideration as a factor effecting the public 
interest. If the Board now contends such factors adversely effect the 
public interest in the instant case, the Board should distinguish the fac- 


tors prompting a different result. 


C. The Finding That Lake Central Can Make Substantial 
_ Progress Towards Relative Self Sufficiency Within A Reasonable Time ‘ 


Does Not Support The Conclusion That The Proposed Acquisition Is 
_ Inconsistent With The Public Interest. 


On Page 9 the Board considers the apparent progress Lake 
Central is making in its economic condition and states that the "natural" 
expansion of Lake Central through route extension is a much better vehi- 


cle for strengthening that carrier than the proposed merger. Why the 
method adopted by the Board is preferable is not disclosed. Certainly 
nothing in the Civil Aeronautics Act gives Section 401 preference over 
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Section 408. Also nothing is contained in Section 2 of the Act prompting 
the Agency to give preference to route extensions over mergers in 


attempting 


[4320] 
to strengthen weak characters. North Central and the Board are aware 
that economic savings would be realized by approving the acquisition 
which will not otherwise occur, regardless of the number of route ex- 
tensions given to Lake Central. What factors then render it preferable 
to attempt to strengthen Lake Central through route extension than by 
means of a merger? 

Moreover, while the financial condition of the carrier may be 
such as to render it unable to provide adequate and efficient service and 
therefore form a logical basis for approving its acquisition by another 
carrier, North Central contends that the acceptable financial condition 
of a company presents no statutory or other logical bar prohibiting the 


acquisition of that company under the Civil Aeronautics Act. 


[4321] 


IV. THE CIVIL AERONAUTICAL BOARD MADE INSUFFICIENT BASIC 
FINDINGS TO SUPPORT ITS ULTIMATE FINDING THAT LAKE CENTRAL'S 
AREA AND NORTH CENTRAL'S AREA IN TERMS OF LOCAL TRAFFIC 
REQUIREMENTS DID NOT PERMIT OF A SOUND INTEGRATED LOCAL 
SERVICE SYSTEM. 


A. Introduction. 





The above ultimate finding is based upon four basic findings of 
fact, to wit: 

1. North Central and Lake Central were certificated to serve 
separate and distinct trade areas. 

2. A review of the Board's finding with respect to the two areas 
was made in the Parks Investigation Case, 11 CAB 779 (1950) which con- 
firmed the Board's earlier recognition of the divisibility of the areas. 

3. A line between Chicago and Detroit divides the area served 


by North Central and Lake Central and few travelers proceed through 
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these terminals on local service routes. 
4, The operation of Lake Central and North Central's route as 
an entity would not provide substantial benefits to a large volume of inter- ra 
area traffic. 
North Central believes that these four findings are insufficient. 


B. The Board Found That Lake Central was originally 
certificated to serve the Ohio-Indiana area southeast of Chicago. s 


7 The Board failed to find in this case as it found in the original 
Great Lakes Case, 8 CAB 360, that Lake Central was certificated to 
serve lower Michigan through the cities of Grand Rapids and Kalamazoo. 
A glance at the map will show that these routes are not southeast of 
Chicago but rather northeast of Chicago. The Board found that North 
Central was certificated to serve Michigan yet it failed to find the inter- 
relation between North Central's 


[4322 ] 

- service to Michigan and Lake Central's service to Michigan. The Board 

failed to find that Illinois as well as Michigan was common to the systems 

of Lake Central and North Central and as such the trade areas of the two 
carriers overlapped. In view of the Board's failure to find as set forth 

above, North Central contends that insufficient findings were made with 

respect to the alleged separate and distinct trade areas of Lake Central ; 
and North Central. 


C. The Board relies on the Parks Investigation Case, 11 CAB 


779 (1950), to support in part its findings of a lack of integration between 
the North Central area and the Lake Central area. - 


The squib from the Parks Case cited by the Board attempting to 
separate and define the area served by North Central and Lake Central 
does not present the full findings of the Board with respect to the inte- 


gration between the North Central and Lake Central area. In the Parks 


Case, at page 789, the Board expressly found that the routes of Parks in 
the Greak Lakes Area integrated with Parks routes in the North Central 
area. The Board stated that: 
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", . .that the North Central, Great Lakes and 
Mississippi Valley Routes ‘are not only so related 

. - .as to give promise of an efficient and econo- 
mically sound operation, but their natural geographi- 


cal operation also appears adapted to the normal 


flow of the traffic in and between these areas.' 
Mississippi Valley Case, 8 CAB 726, 751 (1947). 

It appears clear that the operation of all three 

routes by one feeder carrier would make possible 

the greatest operational economy and efficiency, 

but we agree with the Examiner that neither Wisconsin 
Central, Ozark, Turner (Lake Central) would be able 
to assume the burden of inaugurating service expedi- 
tiously over all three routes." 


Not only does the Parks Case per se not support the finding of the Board 
that there is no integration between the Great Lakes area and the North 


Central area but a contrary 


[4323 | 
finding was also made in the Mississippi Valley Case, supra, and in the 


Great Lakes Case, 11 CAB 360, 400 (1947). Lake Central itself has 
recognized the inter-relations between the areas. 


In the past, Lake Central and North Central have applied for 
routes in the Erie-Detroit Case, the Lima-Detroit Case, the Chicago- 
Detroit Case, the Michigan-Wisconsin Service Case and in the Great 
Lakes Case. In each of these cases, both parties contended that the 
routes integrated better with their system. North Central believes that 
strong evidence of the integration of the areas is demonstrated by the 
position of the carriers taken in other cases presented to the Civil Aero- 
nautics Board. 

Even if the Parks Case could possibly be construed, despite 
express language to the contrary, to support the position of lack of inte- 
gration between North Central and Great Lakes areas, the routes con- 
sidered in that case upon which this finding was made are substantially 
different from the routes now certificated to North Central and Lake 
Central Airlines. Neither North Central nor Lake Central serve the 


route between Chicago and Sioux City, nor the routes between Des Moines, 
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Rockford and Chicago. Moreover, the routes in the Parks Case upon 
which such an alleged finding was made did not connect the Milwaukee- 
Chicago route with Lake Central system or area. Nor were the routes 
of North Central north of Milwaukee and between Chicago and Detroit 
and between Green Bay and Detroit under consideration in the Parks 
Case. Consequently, the Board's findings in the Parks Case could not 


conceivably be decisive of the problem of integration 


[4324] 
here or even remotely related. There is insufficient finding setting 
forth the above details and distinguishing the Parks Case from the 
Acquisition Case. 


D. The Board Found that the Present Traffic Between the 
Lake Central System and North Central System demonstrated that no 


integration existed between the Lake Central and North Central area, 
and that a line between Chicago and Detroit separated the two areas. 
The Board, in finding that there is a lack of traffic integration 


between North Central and Lake Central's systems, concludes that this 
is dispositive of the issue of integration between the areas. (p. 4). North 
Central believes first that there is some traffic moving between North 
Central and Lake Central systems, which traffic is increased as shown 
by the September, 1956, traffic survey and Appendix B and recognized 
by the Board in its footnote 7, page 4. However, this we do not believe 
presents the full facts concerning the potential movement of traffic be- 
tween the Lake Central System and the North Central system. In North 
Central Exhibit 155, North Central estimated 12,848 passengers would 
move between its existing system and Lake Central's system in this case. 
This traffic moves between the cities on North Central's systems such as 
on the one hand, Milwaukee, Madison, Oshkosh, Green Bay, Lansing, 
Jackson, Battle Creek, and, on the other, Gary, Lafayette, Kokomo, 
Indianapolis, Richmond, Cincinnati, Marion, Indiana, Terre Haute, 
Danville, Bloomington, Lima, Toledo. This traffic presently does not 


move between the systems because of the change of plane required at f 
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Chicago and Detroit and the availability of superior trunk service beyond 
on LCA's system. If the two carriers were to be united, North Central 


would be able to control traffic at both ends of the passenger's 


[4325] 
journey, would provide single-plane service, would eliminate change of 
airports in some instances at Chicago. This unified service between the 
present system would result in a manifold increase in traffic exchanged 
between the two systems. This view of North Central is corroborated by 
Lake Central estimates in the Great Lakes Case, wherein Lake Central 
requested service to Milwaukee, Lansing, Jackson, Battle Creek and 
the Soo. In that case, Lake Central estimated 156, 806 passengers be- 
tween their system and North Central cities. See Appendix C. 

Apart from the large potential of traffic moving between Lake 
Central cities and North Central cities moving over a unified local ser- 
vice system, the finding that there is very little traffic movement be- 
tween the Lake Central system and North Central system does not support 
the finding that there is no area integration between the Lake Central and 
North Central areas. There are many other factors which should have 
been considered such as historic community of interest between the two 
areas. 

The Board failed to make any findings that the areas were 
historically a part of the same State of Virginia and that there were many 
social, economic and cultural ties between the two areas. That all are 
part of the Midwestern area of the Big Ten Conference. That the iron 
and steel from Minneapolis and Michigan is processed in Indiana, 

Illinois and Ohio. That Chicago and Detroit are the focal point and 
economical hub of both areas. 

That North Central has sixty-six flights a day into and out of 
Chicago and twenty flights a day into and out of Detroit and that these 


are the most important 
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Rockford and Chicago. Moreover, the routes in the Parks Case upon 
which such an alleged finding was made did not connect the Milwaukee- 
Chicago route with Lake Central system or area. Nor were the routes 
of North Central north of Milwaukee and between Chicago and Detroit 
and between Green Bay and Detroit under consideration in the Parks 
Case. Consequently, the Board's findings in the Parks Case could not 


conceivably be decisive of the problem of integration 
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here or even remotely related. There is insufficient finding setting 
forth the above details and distinguishing the Parks Case from the 
Acquisition Case. 


D. The Board Found that the Present Traffic Between the 


Lake Central System and North Central System demonstrated that no ww 
integration existed between the Lake Central and North Central area, 
and that a line between Chicago and Detroit separated the two areas. 


The Board, in finding that there is a lack of traffic integration 
between North Central and Lake Central's systems, concludes that this 
is dispositive of the issue of integration between the areas. (p.4). North " 
Central believes first that there is some traffic moving between North 
Central and Lake Central systems, which traffic is increased as shown 
by the September, 1956, traffic survey and Appendix B and recognized 
by the Board in its footnote 7, page 4. However, this we do not believe 
presents the full facts concerning the potential movement of traffic be- 
_ tween the Lake Central System and the North Central system. In North 
Central Exhibit 155, North Central estimated 12,848 passengers would és 
move between its existing system and Lake Central's system in this case. 
_ This traffic moves between the cities on North Central's systems such as 
on the one hand, Milwaukee, Madison, Oshkosh, Green Bay, Lansing, 
_ Jackson, Battle Creek, and, on the other, Gary, Lafayette, Kokomo, 
Indianapolis, Richmond, Cincinnati, Marion, Indiana, Terre Haute, 


Danville, Bloomington, Lima, Toledo. This traffic presently does not 


move between the systems because of the change of plane required at 
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Chicago and Detroit and the availability of superior trunk service beyond 
on LCA's system. If the two carriers were to be united, North Central 


would be able to control traffic at both ends of the passenger's 
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journey, would provide single-plane service, would eliminate change of 
airports in some instances at Chicago. This unified service between the 
present system would result in a manifold increase in traffic exchanged 
between the two systems. This view of North Central is corroborated by 
Lake Central estimates in the Great Lakes Case, wherein Lake Central 
requested service to Milwaukee, Lansing, Jackson, Battle Creek and 
the Soo. In that case, Lake Central estimated 156, 806 passengers be- 
tween their system and North Central cities. See Appendix C. 

Apart from the large potential of traffic moving between Lake 
Central cities and North Central cities moving over a unified local ser- 
vice system, the finding that there is very little traffic movement be- 
tween the Lake Central system and North Central system does not support 
the finding that there is no area integration between the Lake Central and 
North Central areas. There are many other factors which should have 
been considered such as historic community of interest between the two 
areas. 

The Board failed to make any findings that the areas were 
historically a part of the same State of Virginia and that there were many 
social, economic and cultural ties between the two areas. That all are 
part of the Midwestern area of the Big Ten Conference. That the iron 
and steel from Minneapolis and Michigan is processed in Indiana, 

Illinois and Ohio. That Chicago and Detroit are the focal point and 
economical hub of both areas. 

That North Central has sixty-six flights a day into and out of 
Chicago and twenty flights a day into and out of Detroit and that these 


are the most important 
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cities on North Central's system. That Lake Central has ten flights a 
day in and out of Chicago and four flights a day in and out of Detroit. 
These cities are two of Lake Central's most important cities. 

Obviously, these are important considerations in determining 
whether the carriers’ systems integrate as well as whether the areas 
integrate. Another important consideration is the fact that the routes 
of North Central and Lake Central overlap and commonly serve the seg- 
ment between South Bend and Kalamazoo. The acquisitions would con- 
nect with the North Central cities of Grand Rapids and Kalamazoo and 
connect the Lake Central cities of Detroit and Kalamazoo. It would eli- 
minate the need for duplication of facilities at the large cities of Chicago 
and Detroit and the substantial intermediate cities of South Bend, 
Kalamazoo and Grand Rapids. These are important elements in deter- 
mining whether the systems integrate as well as whether the areas inte- 
grate. None of these points were discussed or findings made by the Board 
in connection therewith. Moreover, the Board did not explain why the 
large volume of historic air traffic of 28, 589 in 1954 and 236, 237 in 1956 
did not conclusively demonstrate the inter-relation between the Lake 
Central and North Central area. The fact that 20, 000 of these 28, 000 
in 1954 were to and from Detroit did not mean that the two areas did not 
integrate; on the contrary it showed the intense integration between Lake 
Central System and Detroit, which is both a Lake Central and North Cen- 
tral city, and part of the area of each one. 

The Board's finding that the normal flow of traffic for local 
service travelers for each of the carrier's 
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systems did not pass through the terminals of Chicago or Detroit is in 


error. In Appendix D of this petition, North Central shows the number 
of its own passengers from cities east of Chicago through Chicago to 
points on its system west of Chicago. This shows that traffic will move 


and does move through the Chicago Gateway by local service carrier. 
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There is no reason to suppose that traffic from Lake Central cities would 
not pass through Chicago to North Central cities if the systems were 
united in a manner similar to what is now passing through Chicago be- 
tween points east and west of Chicago on North Central's system. This 
type of movement through large terminal cities is not a new phenomenon. 
As shown in Appendix D, the same type of movement is experienced by 
Southwest Airlines through San Francisco and Allegheny Airlines through 
Pittsburgh. These important facts were not considered by the Board and 
no findings were made thereon. 

Since the Board failed to consider these very material facts 
and in reaching their conclusion, insufficient findings have been made and 
the conclusion of the absence of integration between the two areas is 
erroneous. 


E. The Board found that there was absence of Integration 


Between the Areas Because the Operation of Routes 86 and 88 by One 
Carrier Would Not Provide a Substantial Benefit To A Large Volume 


of Inter-Area Travelers. 

North Central previously pointed out the tremendous amount of 
new Single plane carrier service that would result from such an inte- 
gration and that it estimated more than 12, 000 passengers would benefit. 
In addition, a large number of these passengers would eliminate the neces- 
sity of changing airports in Chicago as well as changing carriers. What 


more substantial benefits than improved service to a large volume of new 


[4328 | 
passengers is necessary to prove the point? The Board did not discuss 
North Central's estimates nor benefits which would result from the inte- 


grated service. Consequently, this basic finding is insufficient. 


F. The Board Failed Completely To Discuss Operational 
Integration Between the Lake Central and North Central's Systems. 


As was pointed out in North Central's Exhibits and testimony, 


if North Central could operate the combined system with one less air- 
craft (Tr. 739-4), it would save 93 employees (NOR-163, p.4) and consoli- 
date five station operations (NOR-165). In the Monarch-Acquisition Case, 
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cities on North Central's system. That Lake Central has ten flights a 
day in and out of Chicago and four flights a day in and out of Detroit. 
These cities are two of Lake Central's most important cities. ° 
Obviously, these are important considerations in determining 
whether the carriers’ systems integrate as well as whether the areas 
integrate. Another important consideration is the fact that the routes 
of North Central and Lake Central overlap and commonly serve the seg- 
ment between South Bend and Kalamazoo. The acquisitions would con- s 
nect with the North Central cities of Grand Rapids and Kalamazoo and 
connect the Lake Central cities of Detroit and Kalamazoo. It would eli- , 
minate the need for duplication of facilities at the large cities of Chicago 
and Detroit and the substantial intermediate cities of South Bend, 
Kalamazoo and Grand Rapids. These are important elements in deter- 
mining whether the systems integrate as well as whether the areas inte- 
grate. None of these points were discussed or findings made by the Board 
in connection therewith. Moreover, the Board did not explain why the 
large volume of historic air traffic of 28, 589 in 1954 and 236, 237 in 1956 
did not conclusively demonstrate the inter-relation between the Lake ” 
Central and North Central area. The fact that 20, 000 of these 28, 000 
in 1954 were to and from Detroit did not mean that the two areas did not 
integrate; on the contrary it showed the intense integration between Lake 
Central System and Detroit, which is both a Lake Central and North Cen- 
tral city, and part of the area of each one. 
The Board's finding that the normal flow of traffic for local 
service travelers for each of the carrier's . 
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systems did not pass through the terminals of Chicago or Detroit is in 
| error. In Appendix D of this petition, North Central shows the number 
of its own passengers from cities east of Chicago through Chicago to 


points on its system west of Chicago. This shows that traffic will move 


and does move through the Chicago Gateway by local service carrier. 
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There is no reason to suppose that traffic from Lake Central cities would 
not pass through Chicago to North Central cities if the systems were 
united in a manner similar to what is now passing through Chicago be- 
tween points east and west of Chicago on North Central's system. This 
type of movement through large terminal cities is not a new phenomenon. 
As shown in Appendix D, the same type of movement is experienced by 
Southwest Airlines through San Francisco and Allegheny Airlines through 
Pittsburgh. These important facts were not considered by the Board and 
no findings were made _ thereon. 

Since the Board failed to consider these very material facts 
and in reaching their conclusion, insufficient findings have been made and 
the conclusion of the absence of integration between the two areas is 
erroneous. 


E. The Board found that there was absence of Integration 


Between the Areas Because the Operation of Routes 86 and 88 by One 


Carrier Would Not Provide a Substantial Benefit To A Large Volume 
of Inter-Area Travelers. 





North Central previously pointed out the tremendous amount of 
new Single plane carrier service that would result from such an inte- 
gration and that it estimated more than 12, 000 passengers would benefit. 
In addition, a large number of these passengers would eliminate the neces- 
sity of changing airports in Chicago as well as changing carriers. What 


more substantial benefits than improved service to a large volume of new 
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passengers is necessary to prove the point? The Board did not discuss 
North Central's estimates nor benefits which would result from the inte- 


grated service. Consequently, this basic finding is insufficient. 


F. The Board Failed Completely To Discuss Ope rational 
Integration Between the Lake Central and North Central's Systems. 


As was pointed out in North Central's Exhibits and testimony, 
if North Central could operate the combined system with one less air- 
craft (Tr. 739-4), it would save 93 employees (NOR-163, p.4) and consoli- 
date five station operations (NOR-165). In the Monarch-Acquisition Case, 
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11 CAB 246 and 247 (1950), the Board states that this type of integration 
was the crux of the integration argument, yet the Board in this case 





failed to consider these important operational facts. As such, the find- 


ing of lack of integration is based on insufficient findings. 


[4329 ] 


G. The Board Made Contradictory Findings With Respect To 
Integration 
The Board found on page 5 of its opinion that Lake Central 


system did not integrate trafficwise. On pages 6 and 7 of its opinion 
it found that there is a fairly large pool of traffic between trunkline 
cities in the two areas and that North Central would attempt to carry 
this inter-area trunkline traffic. Obviously, these two findings contra- 
dict. As such, neither finding supports any conclusion. There is an ab- 
sence of sufficient finding therefore to support both the conclusion of 
absence of integration and "unprecedented size." 
There is another example of the contradictory findings present 
in the opinion. On page 2 the Board states that it is adopting that part of 
the Examiner's opinion that is attached. On page 10, the Board states 
that it is not prepared to accept in full that North Central would save 
| over $400, 000 in subsidy annually. On page 19, the Board adopts the Ex- 
aminer's finding that $476, 688 is a reasonable estimate of the amount of 
subsidy to be saved annually through the merger of Lake Central and 
North Central. These findings are contradictory and support nothing. 
There is an insufficiency of finding with respect to subsidy saving. 
Another example of the inconsistencies in the Board's opinion 
is found on page 5 when the Board found that the areas do not integrate. 
Yet, on pages 8 and 10, the Board found that Lake Central has applied for 
route extensions in the Great Lakes Case, including service to Lower 
Michigan, Milwaukee and many of the Upper Peninsula cities including 
the Soo. The Board said that such extensions would connect these cities 
with their natural trade centers and it was not unlikely that they would be 
granted, thereby strengthening Lake Central's system. If there is a lack 
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of integration between Lake Central Cities and North Central Cities, why 
would an extension of Lake Central's system to North Central Cities be 
an extension connecting these cities to their natural trade centers? 

North Central submits that these findings are contradictory and as such 
are insufficient to support the absence of integration or any other ultimate 


finding. 
H. The Board's finding that Lake Central's traffic potential 


is more favorable than pictured by the Examiner because of failure to 


give proper weight to the heavy loads carried by Lake Central on compe- 


titive segments is an insufficient finding. 

The Board at page 10 states that one of the reasons for support- 
ing this more optimistic appraisal of Lake Central's prospect for self 
sufficiency in a reasonable time is the fact that Lake Central achieves 


[4330] 
heaviest load factors are on competitive segments served by trunklines 
such as Chicago-Indianapolis and Indianapolis-Columbus, Cleveland. 
(P.10). In support of this, the Board cites LCES Exhibits 444-445. These 
exhibits show that for the month of September, 1955, Lake Central's 
heaviest load factor was not on a competitive trunk segment, but on a 
segment between Grand Rapids and Indianapolis where no competition 
with trunks existed. Moreover, on the segment between Indianapolis, 
Columbus, Cleveland, Lake Central experienced a load factor of 30. 70% 
which was the lowest of any of its segment load factors. The Exhibit also 
shows that between Youngstown and Columbus, Lake Central experienced 
a higher load factor than it did between Indianapolis and Chicago on the 
Terre Haute route. None of these facts were discussed by the Board when 
it sharply differed with the Examiner's pessimistic prognosis of Lake 
Central's progress toward self-sufficiency. The Board failed to discuss 
or to examine the percentage of the terminal to terminal market which 
Lake Central carried on its competitive segments in competition with the 


traffic carrier. Appendix H examines this and shows the small percentage 





carried by Lake Central. This certainly is not supporting evidence of the 








ll... _ rrr 
[4328 ] 
536 - 
11 CAB 246 and 247 (1950), the Board states that this type of integration 
was the crux of the integration argument, yet the Board in this case 
failed to consider these important operational facts. As such, the find- - 


ing of lack of integration is based on insufficient findings. 


[4329] 


G. The Board Made Contradictory Findings With Respect To 
Integration 
The Board found on page 5 of its opinion that Lake Central 


' system did not integrate trafficwise. On pages 6 and 7 of its opinion 
it found that there is a fairly large pool of traffic between trunkline 
cities in the two areas and that North Central would attempt to carry 
this inter-area trunkline traffic. Obviously, these two findings contra- 
dict. As such, neither finding supports any conclusion. There is an ab- 
sence of sufficient finding therefore to support both the conclusion of 
absence of integration and "unprecedented size.” 
There is another example of the contradictory findings present 
in the opinion. On page 2 the Board states that it is adopting that part of 
the Examiner's opinion that is attached. On page 10, the Board states 
that it is not prepared to accept in full that North Central would save 
over $400, 000 in subsidy annually. On page 19, the Board adopts the Ex- 
aminer’s finding that $476, 688 is a reasonable estimate of the amount of : 
subsidy to be saved annually through the merger of Lake Central and 
North Central. These findings are contradictory and support nothing. 
There is an insufficiency of finding with respect to subsidy saving. 
Another example of the inconsistencies in the Board's opinion 
is found on page 5 when the Board found that the areas do not integrate. 
Yet, on pages 8 and 10, the Board found that Lake Central has applied for 
route extensions in the Great Lakes Case, including service to Lower 
Michigan, Milwaukee and many of the Upper Peninsula cities including 
the Soo. The Board said that such extensions would connect these cities 
with their natural trade centers and it was not unlikely that they would be 


granted, thereby strengthening Lake Central's system. If there is a lack 
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of integration between Lake Central Cities and North Central Cities, why 
would an extension of Lake Central's system to North Central Cities be 
an extension connecting these cities to their natural trade centers ? 

North Central submits that these findings are contradictory and as such 
are insufficient to support the absence of integration or any other ultimate 


finding. 
H. The Board's finding that Lake Central's traffic potential 


is more favorable than pictured by the Examiner because of failure to 


give proper weight to the heavy loads carried by Lake Central on compe- 


titive segments is an insufficient finding. 
The Board at page 10 states that one of the reasons for support- 
ing this more optimistic appraisal of Lake Central's prospect for self 


sufficiency in a reasonable time is the fact that Lake Central achieves 
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heaviest load factors are on competitive segments served by trunklines 
such as Chicago-Indianapolis and Indianapolis-Columbus, Cleveland. 
(P.10). In support of this, the Board cites LCES Exhibits 444-445. These 
exhibits show that for the month of September, 1955, Lake Central's 
heaviest load factor was not on a competitive trunk segment, but on a 
segment between Grand Rapids and Indianapolis where no competition 
with trunks existed. Moreover, on the segment between Indianapolis, 
Columbus, Cleveland, Lake Central experienced a load factor of 30. 70% 
which was the lowest of any of its segment load factors. The Exhibit also 
shows that between Youngstown and Columbus, Lake Central experienced 
a higher load factor than it did between Indianapolis and Chicago on the 
Terre Haute route. None of these facts were discussed by the Board when 
it sharply differed with the Examiner's pessimistic prognosis of Lake 
Central's progress toward self-sufficiency. The Board failed to discuss 
or to examine the percentage of the terminal to terminal market which 
Lake Central carried on its competitive segments in competition with the 
traffic carrier. Appendix H examines this and shows the small percentage 


carried by Lake Central. This certainly is not supporting evidence of the 
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‘Board's sharp disagreement with the Examiner's pessimistic prognosis. 
Since this evidence was not analyzed, sufficient findings have not been 
made to support the Board's ultimate finding that Lake Central can be- 


come self-sufficient in a reasonable time. 


V. Findings Made By The Board Are Not Supported By Sub- 


stantial Evidence 
A. Findings With Respect to Integration . 
As has been set forth in the previous section, which is incor- 
porated here, North Central has pointed out that the Board has considered 
and used only evidence which supports its findings and contentions and 
' has totally ignored and failed to discuss certain findings based on evi- 
dence in the record, contrary to that which it utilized. The hand picking 
of evidence and failure to consider the entire record as a whole is con- 
trary to the Supreme Court's Mandate in the Universal Camera Corporation 
v. NLRB, 340 US 474,95 L. Ed. 456 (1951) and to the mandates of the 
- Court of Appeals for the District of Columbia. In the City of Pittsburgh v. 
F.P.C., 99 US App. D.C. 113,237 Fed. 2d 741, 753 (1956). See also 
"Substantial Evidence on the Whole Record by Louis Jaffee, 64 H. L. R. 


1233. 
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B. Findings With Respect to Size Are Not Supported By . 


Substantial Evidence 

On page 5, the Board found that the acquisition of Lake Central 
by North Central would create a system of "unprecedented size”, the route 
mileage approximating 5000 miles. This ultimate finding that a local ser- 
vice carrier of such size is contrary to public interest is premised upon 
the following basic findings: 

1. That North Central-Lake Central system was "sprawling." 

2. That a system of such size was akin to a trunk system. 

3. That such a system threatens the trunk systems in the area. 

4. That the management of the combined systems would be 
spread over so much territory that it would be unable to concentrate on 


the local traffic problems. 
? 
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De That the local service to the smaller communities would 
be prejudiced in such a system. North Central contends that none of 
these basic findings are supported by substantial evidence. 

At the outset, North Central is having a difficult time under- 
standing the Board's language with respect to the "size" findings. On 
any occasion in which the Board certificates Frontier Airlines or Trans 
Texas for additional route miles, it creates a feeder system of "un- 
precedented size.'' Why is the creation of a system of approximately 
5000 miles stigmatized with the label "unprecedented size ?" If there is 
nothing wrong in increasing the Frontier and Trans Texas System to an 
unprecedented size, what is wrong with doing likewise for Lake Central 
and North Central? There is no evidence in the record that such a system 
would be repugnant to the policy considerations of the Civil Aeronautics 
Act. 

The Board finds that joining Lake Central with North Central 
would create a "sprawling local service system". (P.5). Again it is diffi- 
cult to determine what this finding is based upon and why it is obnoxious 
to the provisions of the policy section of the Act. There is no standard 
set forth by which North Central can determine what "sprawling" means. 
If the Board means that North Central and Lake Central do not intensely 
serve the areas, then surely this finding is not based on substantial evi- 
dence. There is no carrier which more intensively serves their area 
than does Lake Central and North Central. Hence, this finding is not 


based upon substantial evidence. On the other hand, if 


[4332 | 
the Board means that the combined system is too big, then this finding is 
a mere recital of the ultimate finding and not a basic finding. Hence, the 
ultimate finding insofar as it is premised on this basic finding, is not 
supported by substantial evidence. If "sprawling" means something different, 


then its meaning is not clear ard sufficient for North Central to analyze. 
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The Board finds that combining North Central and Lake Central 


systems would create a system that is akin to a trunkline carrier system. 





North Central has the same difficulty in ascertaining what is meant by 
equating the combined system with a trunk carrier system. There is no 
standard set forth as to what is a trunk system much less why North 
Central approaches it. The number of route miles served by feeder trunk, 
the number of cities served, the density of population and geographical 
area gives no clue as to the distinction between a feeder and trunk car- 
rier. Why a small feeder carrier is not akin to a trunk and why a large 


feeder carrier is akin to a trunk is an invidious and meaningless distinc- 





tion if measured by these standards. North Central submits that such a 
finding is illusory and is not supported by any evidence, or any substan- 
tial evidence. 

The Board found that the combined North Central - Lake Central 
system would be akin to a trunk and consequently a kind of threat to 
existing trunklines which was of concern to the Board when it denied 
approval of the proposed merger in the Southwest-West Coast Case. In that 
case, the Board expressly said that it did not share the concern of the 
trunk carriers that the merger of Southwest and WestCoast would assume 
trunkline characteristics. Southwest-WestCoast Merger Case, 14 CAB 
356, 358 (1951). Moreover, the action of the Civil Aeronautics Board in 


denying the acquisition would remove the fears expressed by the trunklines 


q 


that the merger would create an additional trunkline carrier. In this 
case, there is no fears expressed by the trunklines that a new trunk 
carrier will be created. Who would first recognize a new trunk carrier 
in the area and present fears, real or fancied to the Board than the trunk 
carriers themselves? There is no evidence in the record to support a 
finding of fear of the trunk carriers that the merged system will create 
a trunkline which will be a threat to the trunk carriers. 

The Board made a basic finding that North Central's management 


would be disbursed over so much territory that it would be unable to con- 


centrate on local traffic problems. There is no evidence in the record 














_ [4333 ] 
[4333 | 
to support such a finding. On the contrary, there is substantial evidence 
in the record that North Central would give the traffic problems of Lake 
Central Airlines more consideration than they have received in the past 
to the extent of increasing the advertising expense, eliminating "contract 
stations”, increasing frequency of service by 44% among others. Cer- 
tainly, this is the type of ignoring of evidence, which evidence is in the 
record and supports a contrary finding which the Court of Appeals spoke 
of in the Pittsburgh Case, supra. A collateral inquiry can plausibly be 
made as to how much territory is too much territory and what local traf- 
fic problems could not be solved by North Central management, if the 
acquisition was approved. These matters were not discussed or were 
they considered by the Board when the findings were made. Sheer 
specificity is totally lacking. 

On page 7 of the Opinion, the Board made a basic finding that 
local service cities would be prejudiced because North Central would 
concentrate on trunkline movement between the areas. There is no evi- 
dence or substantial evidence in the record to support this finding, which 
facts were found by the Examiner (TD. 67). On the contrary, the findings 
in the record shows that North Central had given careful consideration to 
the continuing interest of the small cities in the Lake Central area by 
connecting them with the North Central systems with 24 of new flights 
and 23 integrated flights (NOR 189). North Central proposes to increase 
the service in the Lake Central area 44% over what it was receiving at the 
time of the hearing. Certainly, this is not a prejudicial act. 


VI. The Finding by the Board That Unification Of Lake Central- 
North Central Systems Would Create Undue Uncertainty And 
Confusion For Some Indeterminate Period of Time Is Not 


Supported By Substantial Evidence 
The basic finding upon which this ultimate finding is based on 


the hostility of some of the employees to the acquisition. However, to 
conclude that these hostile employees could not be replaced or even need 


be replaced, orif not already been replaced, are considerations which 


were not discussed by the opinion or supported by the evidence of record. 
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Braniff Airways, Inc. v. CAB - 147 Fed (2d) 152 (1945). There is 
nothing in the record to show that North Central upon its acquisition of 
Lake Central would cause uncertainty and confusion in the affairs of Lake 
Central and would in no way fail to render reliable and adequate service 
for any period of time in the area. Consequently, there is nothing in the 


record to show that the acquisition would cause uncertainty 


[4334] 
and confusion in the affairs of North Central or cause it in any way to 
render reliable and inadequate service in this area. These findings are 


unsupported by any evidence or substantial evidence in the record. 


Vi. The Finding That Lake Central Has Made Substantial Improve- 


ments In Its Economic Condition Is Not Supported By - Sub- 
stantial Evidence Of Record 


On page 9 of the Board's decision, the Board cited certain im- 
provements of Lake Central's load factor, break-even need, break-even 
need per revenue mile and ratio of break-even need per ratio of com- 
mercial revenue. North Central has further analyzed Lake Central's 
economic indexes and finds that Lake Central has not shown marked im- 
provement. North Central in its Appendix E has added certain other in- 
dices to the ones set forth by the Board such as total break-even need in 
dollars, total liabilities, total long-term debt and net worth. It has com- 
pared these for the period 1955, 1956 and 1957. These indexes together 
with the 1957 indexes shown by the Board on page 9 indicate that Lake 
Central has not made marked improvement. On the contrary, in most 
categories, Lake Central has retrogressed. The Board in picking these 
three economic indices for the year 1955-1956 is again picking and choos- 

| ing favorable evidence without considering all of the evidence of record 
considered as a whole and is thereby violating the mandates of the Uni- 
versal Camera Case and the City of Pittsburgh Case, supra. 

The Board makes a further finding that route extensions have 
substantially moved Lake Central towards self-sufficiency in a reasonable 
time. As is shown out in Appendix F, the Board has granted Lake Central 
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substantial route mileage in the Erie-Detroit Case, the Lima-Detroit 


Case, and Service to Portsmouth Case in 1956. Instead of reducing Lake 


Central's subsidy, these awards have increased Lake Central's subsidy 
on a total dollar basis and a cents per mile basis. Again, the Board did 
not consider all the facts in the record in making the full finding that 

Lake Central's route system is and can make substantial progress towards 
self-sufficiency in a reasonable time, when all the evidence of record 


are to the contrary. This finding is not supported by substantial evidence. 


[4335] 
CONCLUSION 


In any bitterly contested proceeding, such as this, emotional 
factors are apt to come to the fore and distort the practicalities involved. 
Before the many and substantial advantages inherent in the proposed ac- 
quisition are forever tossed away, North Central strongly urges the 
Board to take a step back and review and reweigh the facts of record. 

Particularly important to the public interest, and not con- 
sidered by the Board in making its original decision are certain factors 
which are presented herein. If the acquisition was approved, North Cen- 
tral would increase the service 44% in the Lake Central system, which 
needed increase Lake Central is unable to provide. The success of this 
effort will be assured by: North Central's proposed increase in adver- 
tising and publicity efforts which quadruple those now being made; by 
the savings of one aircraft in the operation of the combined system and 
by North Central's superior managerial ability. Duplicate station facili- 
ties and personnel at five major stations can be eliminated at a tremen- 
dous annual savings to the Government. The wages of Lake Central em- 
ployees will be increased. All these advantages, plus many more result- 
ing from the single operation of the integrated systems would be made 
and at the same time save the C.overnment and the taxpaying public al- 
most one-half million dollars per year. Furthermore, the Government 


is afforded an easy method of disposing of the weakest local carrier and 
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the heaviest drain on its purse. The foregoing factors certainly would 
benefit the public interest. 


[4336] 

On the other hand, what facts are disclosed by the record which 
point to benefitting the public interest by the retention of Lake Central? 
Contrary to the Board's hopes, Lake Central has not strengthened itself 
by the acquisition of new routes, as shown in Appendix F. The Board 
has disclosed not a single reason why or how the acquisition would ad- 
versely affect the public interest based on the facts of record. Rather 
_ labels such as unprecedented size and that interests were not centered 
in the area to be served were employed, as well as speculations that 
- North Central would not adequately serve the smaller communities and 
that there would be a period when no adequate service would be rendered 
on the Lake Central system. 

North Central contends that in weighing the hard undisputed (and 
undisputable) facts of record that the scale not only tips but slams down 
in favor of the acquisition. 

For this and for the other reasons presented herein, North 
Central sincerely requests the Board to allow reargument of these mat- 
ters and to thereafter make the findings of fact and conclusions of law 
as set forth in Appendix A attached hereto. 

Respectfully submitted, 
/s/ A. L. Wheeler 
/s/ Donald L. Rushford 


Counsel for 
Dated: August 8, 1957 North Central Airlines, Inc. 
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PROPOSED FINDINGS OF FACT 

North Central Airlines, Inc. requests that the Examiner make 
the following findings of fact: 

1. North Central Airlines, Inc. (North Central) is a Wisconsin 
Corporation engaged in the business of air transportation of persons, 
property and mail, is a citizen of the United States within the meaning 
of Section 1(13) of the Civil Aeronautics Act, as amended (The Act), and 
is certificated to operate over Route 86. 

2. Lake Central Airlines, Inc. (Lake Central) is a Delaware 
corporation engaged in the same business as North Central, is a citizen 
of the United States, and is certificated to operate over Route 88. 

3. On and prior to September 17,1952, some 96 percent (80, 0% 
shares) of the outstanding stock of Lake Central (a total of 83, 039 shares) 


was owned by Frontier Airlines, Inc., Nationwide Airlines, Inc., John V. 


Weesner and W. W. Weesner (collectively referred to as the Majority 


Stockholders). 

4. On September 17,1952, Wisconsin Central Airlines, Inc., 
predecessor in name of North Central, and the Majority Stockholders 
entered into a contract (amended October 17, 1952) whereby the former 
agreed to buy and the latter agreed to sell all of the 80, 054 shares of 
stock in Lake Central. This contract was entered into at arm's length 
and was duly approved by the Directors and stockholders of the corporate 
parties to the contract. 

5. The contract provided, among other things, that it shall be 
subject to approval by the Civil Aeronautics Board (the Board) and that 
the Majority Stockholders would cooperate with North Central in the 
preparation and filing of applications for approval of the contract, of 


the acquisition of 
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control of Lake Central by North Central, of interlocking relationships, 


and for such other approvals as may be necessary to effecuate the 
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purposes of the contract. The Majority Stockholders did cause Lake 
Central to join North Central in an application to the Board for approval 
of an interlocking director, which application was granted. 

6. On September 30,1952, North Central filed an application 
(amended on November 1, 1952) seeking the Board's approval of the pro- 
posed acquisition pursuant to the contract, an application for approval 
of interlocking relationships, and an application for the transfer of Lake 
Central's certificate to North Central. The last of these was made pur- 
suant to the provision in the contract for the filing of applications for 
such other approvals as may be necessary to effectuate the purposes of 
the contract. The Majority Stockholders intervened in this proceeding, 
as did also Lake Central. 

7. Prior to the times hereinabove mentioned, the Board found, 
in the Reopened Indiana-Ohio Local Service Case, Docket No. 4034, that, 
because of certain violations of the Act and the Board's Economic Regu- 
lations by the then management, Lake Central was not fit, willing, or 
able to engage in air transportation. The Board, however, took cogni- 
zance of the contract between North Central and the Majority Stock- 
holders and extended Lake Central's certificate on the basis of North 
Central's fitness, willingness and ability, but stated that a proceeding 
to determine whether the transfer of control from the present manage- 
ment to others was likely to take from six to eighteen months, "especially 
if more than one buyer should evidence an intention to reach agreement 
with Lake Central's management on reasonable terms for acquisition of 

Appendix A 
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such control’. A number of airlines, including North Central, applied 
for the certificate to operate over Route 88 or to be considered as likely 
purchasers of the Lake Central stock. This caused considerable delay 
in the disposition of the present case. No fault is imputed to North Cen- 
tral on account of this delay. When this proceeding was finally severed 
from Docket No. 4034, North Central sought to expedite the hearing in 


this case. 
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8. The Majority Stockholders took the position that North 
Central had breached the contract by causing this delay, by filing an 
application for certificate to take over Route 88, and by its failure to 
pay for the stock within thirty days after the determination of Lake 
Central's mail rate case. The Majority Stockholders then entered into 
an option agreement with Lloyd W. Hartman and Robert W. Clifford, 
officers of Lake Central, giving to them and to other officers and em- 
ployees of Lake Central named by them, an option to purchase the stock, 
subject to the prior rights of North Central. Some 160 officers and em- 
ployees of Lake Central (Employee Stockholder Group) purchased the 
stock. 

9. The Employee Stockholder Group intervened in this proceed- 
ing, claiming that it had an interest which would not otherwise be pro- 
tected. The interest sought to be protected was the Group's alleged 
ownership of the Lake Central stock and was based on the claim that 
North Central had breached the contract and therefore had no rights 
thereunder. Pursuant to this claim, the Group filed a motion to dismiss 
North Central's applications. The Board denied this motion, but per- 
mitted intervention. This intervenor also filed suit in the United States 


District Court for the Southern District of 
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Indiana for a declaratory judgment determining the rights of the parties. 
In the instant proceeding, however, the question of whether North Cen- 
tral had breached the contract was not in issue. As counsel for the in- 
tervenor stated: 'We have already stated definitely that breach of con- 
tract is not an issue in this case here." 

10. Intervention was also allowed to two trunk line carriers, 
Capital Airlines, Inc. and Eactern Air Lines, Inc., which took no position 
with respect to North Central's applications. A large number of munici- 


palities and organizations interested in improving air transportation inter- 


vened, some definitely favoring the proposed acquisition, others favoring 


( 
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the improvements offered by North Central. One public body, the 
Indiana Aeronautics Commission, appeared in favor of retaining Lake ™ 
Central as a “local air line center, '' but admitted that the State would 
benefit by the improvements offered by North Central. 

11. North Central proposes to accomplish the merger with 
Lake Central in three stages, within three overlapping periods of time 
extending over some two and a half years. The first stage, which is to 
consume approximately six months after approval, would consist of the 
installation of North Central's officers and directors as management of < 
Lake Central, cleaning up Lake Central's accounts payable which have r 
been largely in arrears, elimination of duplication of facilities and per- 
sonnel, and schedule integration without introducing new flights; also 
the commencement of integration of the seniority lists of employees. 
The second stage, which is to commence within the latter part of stage 
one and is to continue for approximately two years, would consist of 
increases 
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in the amount of service and service integration, in improvements in 

managerial and operational techniques, and in increases in advertising 

and traffic promotion. The third stage, which is to begin within two 

years after the approvals are granted, would consist mainly in completely 
integrating the two systems and their schedules. Thus, North Central : 
proposes to accomplish the result over a reasonable period of time and, 

of course, there is bound to be a great amount of overlapping in both the 
objectives proposed and the means to be employed in attaining them. 

12. The service areas of North Central and Lake Central 
constitute one homogeneous area so far as air transportation is con- 
cerned, with a great many common interests between and among the 
Cities of the two areas. The community of interests between cities of the 


two areas and even of the cities within the present service area of Lake 


Central calls for the institution of direct single-plane, single-carrier 





service with more frequent schedules than are now available. 

13. North Central proposes first to integrate existing schedules 
without adding new flights and thus have six one-plane round trips be- 
tween North Central cities north and west of Chicago and cities in the 
Lake Central area. This is to be followed by four new flights in the 
present Lake Central area, including a new flight from Cincinnati to 
Indianapolis and three new round trip flights between North Central's 
and Lake Central's service areas. This is to be followed by a complete 
integration of the schedules with a total of twenty-four new flights. 

This improvement would mean the elimination of circuitous routes and 
an increase in the amount of traffic. The acquisition of Lake Central 
by North Central would constitute a logical expansion of the latter 


carrier. 
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14. The acquisition of Lake Central by North Central would 
result in complete coordination between the two carriers and, in addi- 
tion, in more reliable and more frequent schedules so as to afford a 
greater amount of coordination with the trunk carriers in the area and 
with both trunk and feeder carriers in adjacent areas. 

15. North Central's management is more able, more ex- 
perienced and more aggressive than that of Lake Central. Lake Cen- 
tral's operations would benefit greatly by the management of North 
Central. This would mean improvement in operating techniques, re- 
sulting in the lowering of costs, in greater traffic generation and in 
better utilization of facilities. The integration of schedules would mean 
the lowering of costs to the carrier, to the public and to the Government. 
The trend would be toward the lowering of Government subsidy ulti- 
mately to the point of extinccion. 

16. The employees of Lake Central, except the managerial 


employees receiving salaries of more than $6, 500 per year, would have 


the benefit of protective conditions to be prescribed by the Board and 
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would otherwise benefit by the merger in that they would be working for 
a financially stronger company with greater security and better wages “ 
and other conditions of employment. They would be treated on the same 
basis as all other North Central employees. They would share in the 
right to purchase North Central stock on the same basis as the present 
North Central employees and will even be made whole in their purchase 
of the Lake Central stock from the Majority Stockholders. 

17. There was no element of duress in the contract entered 


into between North Central and the Majority Stockholders. The « 
[4344 ] Appendix A 
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contract price for the stock is fair and reasonable and cannot be said “ 


to be in any way disproportionate to its value, either as of the time of 
the contract or as of the present time. 

18. North Central and Lake Central, whether taken separately 
or together, are not large enough to create a monopoly, whether viewed 
in the. light of all air transportation or only that of the feeder airlines. 
The acquisition would not create a monopoly resulting in restraint of 
competition within the same area or otherwise. On the contrary, there 
would be more effective competition between the combined operation 
and the trunk line carriers in the combined service area. The combina- 
tion of North Central and Lake Central may divert some passengers 
from the trunk lines, but not any substantial number which might jeo- - 
pardize any trunk line carrier. 

19. North Central's management consists of men of a high 
degree of ability, integrity and aggressiveness in the promotion of air 
transportation. North Central itself is financially able to purchase the 
stock and to institute the improvements proposed, including also paying 
Lake Central's accounts payable on a current basis, purchasing new 
Station equipment, purchasing two new aircraft, and improving Lake 


Central's cash position, at a total investment of about $446, 000. 
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20. Lake Central's present management is substantially a 


continuation of the previous management found to be unfit in the Re- 


opened Indiana-Ohio Local Service Case, Docket No. 4034. In the ac- 


quisition of the stock and in other matters, they have used the corporate 
funds of Lake Central for the benefit 
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of themselves and other members of the Employee Stockholder Group, 
and for the protection of one of the directors against loss for acts com- 
mitted by him in an individual capacity. (See Examiner's Initial Decision 
p. 61). The management has misrepresented facts to the Court of 
Appeals of the District of Columbia in order to induce them to enjoin a 
Civil Aeronautics Board order. They have entered into transactions con- 
trary to the conditions laid down by the Board in extending Lake Central's 
certificate. Lake Central's present management is not aggressive and 
would not generate the amount of traffic needed for such improved opera- 
tions as are offered by North Central. 

21. Lake Central's present financial condition and its past 
financial practices render it unable to institute the improvements pro- 
posed by North Central. 

22. Lake Central's growth has been slow, and it is not large 
enough to be able to institute the improvements proposed by North Central. 

23. Lake Central's operations are more costly than North 
Central's, both to the carrier and to the Government. 


PROPOSED CONCLUSIONS 
In view of the above findings, North Central respectfully re- 
quests the Examiner to make the following conclusions: 
1, Findings 1 through 8 (inclusive), 17 and 19 (together with 
the other findings )yroposed) lead to the conclusion that the contract be- 
tween North Central and the Majority Stockholders is valid on its face, 


is not inconsistent with the public interest, and is not violative of any 
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provision of the Act; the contract should therefore be approved. 
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2. Findings 1, 6, 10 through 16 (inclusive) and 19 (together 
with the other findings proposed) lead to the conclusion that the ac- 
quisition of control of Lake Central by North Central would be in accord 
and not inconsistent with the public interest as defined in Section 2 of 
the Act; findings 16 and 17 (together with the other findings proposed) 
lead to the conclusion that the acquisition would otherwise be in accord 
and not inconsistent with the public interest; finding 18 (together with 
the other findings proposed) leads to the conclusion that the acquisition 
would not create any monopoly restraining competition or jeopardizing 
any other air carrier; the acquisition of Lake Central by North Central 
should therefore be approved. 

3. Findings 5,7,11 and 15 (together with the other findings pro- 
posed) lead to the conclusion that the interlocking relationships contem- 
plated in the contract and sought to be approved would be in accord and 
not inconsistent with the public interest and should therefore be approved. 

4. Findings 1,4 through 7 (inclusive) and 9 through 20 (inclus- 
ive), (together with other findings proposed) lead to the conclusion that 
the transfer of Lake Central's certificate to North Central to operate 
Route 88 in integration with Route 86 would promote the public interest 
and should therefore be approved. 

5. Findings 21 through 24, inclusive (together with the other 
findings proposed) lead to the conclusion that it would be inconsistent 
with the public interest to leave the operation of Route 88 in the hands 
of Lake Central or to disapprove the contract, acquisition of control, 
interlocking relationships, or the transfer of Lake Central's certificate 
to North Central. 
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LAKE CENTRAL AIRLINES 
TREND OF NET WORTH 


Net Increase 
Worth Over Previous 
Amount Year 


As at Dec. 31 
1954 $36, 471 $  - 
1955 20, 088 (16, 383) 
1956 (10, 850) (30, 938) 
As at April 30 
1957 (114, 904) (104, 054) 


Source: Carriers Forms 41 
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LAKE CENTRAL AIRLINES 
TREND OF TOTAL NOTES PAYABLE AND LONG-TERM DEBT 


Total Notes Payable Decrease 
and From Previous 


Long-Term Debt Year 
As at Dec. 31 


1954 $ 224, 632 ow 

1955 317, 234 (92, 602) 

1956 430, 048 (112, 814) 
As at April 30 

1957 496, 184 (66, 136) 


Source: Carriers Forms 41 
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Increase 
Over 
1954 


$ - 
(16, 383) 
(47, 321) 


(151, 375) 


Decrease 
From 


1954 


$ - 
(92, 602) 
(205, 416) 


(271, 552) 
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TREND OF ACCOUNTS PAYABLE 


Accounts Decrease 
Payable From Previous 
Amount Year 


As at Dec. 31 
1955 $ 375, 825 $= - 
1956 909, 877 (134, 052) 
As at April 30 
1957 091, 553 (81, 676) 


Source: Carriers Forms 41 
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LAKE CENTRAL AIRLINES 
TREND OF BREAK-EVEN NEED 


Break-Even Need Decrease 
Year Cents/Mile From Previous 
. Year 


1952 89.84 | 

1953 91.89 (2.05) 
1954 81.52 10.37 
1955 64.99 16.53 
1956 56. 60 8.39 


Year Ending 
April 30, 1957 09.11 (2. 51) 


Source: Carriers Forms 41 


Decrease 
From 


1955 


$ wie 
(134, 052) 


(215, 728) 
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BREAK-EVEN NEED 
(Cents Per Revenue Mile) 


Lake Central North Central 


Rank in Industry Rank in 
Cents/Mile Industry Average Cents/Mile Industry 

1952 89.84 12 54. 87 61. 59 9 
1953 91.89 12 56. 41 58.57 1 
1954 81.52 12 49. 28 41.13 4 
1955 64.99 12 41. 49 22.96 2 
1956 56. 60 12 41.21 18. 38 1 
Year 
Ending 
March 31, 
1957 57.53 12 42.62 19,29 1 
April 30, 
1957 59.11 20. 46 
Source: Carriers Forms 41 
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TOTAL OPERATING EXPENSE 
(Cents Per Revenue Mile) 








Lake Central North Central 
Rank in Industry Rank in 
Cents/Mile Industry Average Cents/Mile Industry 

1952 121. 33 12 103. 37 115.33 10 
1953 125. 04 13 108. 72 114. 94 9 
1954 122. 83 11 109. 61 107. 86 ) 
1955 117.16 10 109. 72 102. 80 2 
1956 117. 53 9 112.90 100. 07 2 
Year 
Ending March 31, 
1957 120. 20 9 114.97 102. 00 2 
April 30, 


1957 


a) “yd 


122. 08 


be 
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FRONTIER'S ROUTE MILEAGE 
COMPARED WITH TRUNKS AND OTHER LOCALS 


Third Quarter, 1950 


Route Less 
Miles Than 
Operated Frontier 


DOMESTIC TRUNKS 


Braniff 3,214 
Mid-Continent 3, 136 
Western 3, 038 


Frontier 2, 784 


Chicago and Southern 2, 553 
Continental 2, 427 
National 2, 305 
Inland ! 1, 613 
Northeast 1, 221 
Colonial | 1, 029 


LOCALS 
Frontier 2, 784 


Trans-Texas 1, 758 
Pioneer 1, 684 
Allegheny 1, 539 
Piedmont 1, 522 
Southern 1, 304 
Wisconsin Central 1, 276 
Midwest 1, 237 
Central 1, 076 
Southwest 1, 031 
Empire 754 
West Coast 688 
Turner 644 
Bonanza 639 
Robinson 927 
Wiggins 486 


SOURCE: CAB Recurrent Reports 
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FRONTIER AND LCA/NOR MERGED SYSTEMS 


Comparison of Size Increases Over Next Three Carriers 
Route Miles Operated 


Route Less 
Miles Than 
Operated LCA/NOR 
LOCAL CARRIERS - June, 1957 
LCA/NOR MERGED 9, 005 
Trans-Texas 3,819 1,186 
Ozark 3, 557 1, 448 
Frontier 3, 516 1, 489 


Comparison of Frontier and LCA/NOR in Size Increases 


ROUTE MILES OVER: Frontier LCA/NOR 
Second Largest Carrier 1, 026 1,186 
Third Largest Carrier 1,100 1, 448 
Fourth Largest Carrier 1, 245 1, 489 


SOURCE: Carriers’ Certificates and "Official Airline Guide" 
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PERCENT OF TOTAL MARKET CARRIED BY LCA 
ON MAJOR COMPETITIVE SEGMENTS 
MARCH AND SEPTEMBER 1956 


MAR. & SEP. 1956 


SEGMENT LCA/NOR TOTAL LCA/NOR 
DISTANCE PSGRS. PSGRS., % OF MARKET 
LAKE CENTRAL 
Chicago- 
Indianapolis 162 67 7. 368 0.9 
Cincinnati- 
Indianapolis 98 49 . 688 7.1 
Cleveland- 


a Columbus 114 464 2. 722 1.7 
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SEGMENT MAR. & SEPT. 1956 LCA/NOR 
DISTANCE LCA/NOR TOTAL % OF MARKET 
PSGRS. PSGRS. 


LAKE CENTRAL 
Columbus- 
Indianapolis 181 


Dayton- 
South Bend 169 23 


SOURCE: CAB Airline Passenger Surveys 
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UNITED STATES OF AMERICA 
CIVIL AERONAUTICS BOARD 
WASHINGTON, D. C. 


Adopted by the Civil Aeronautics Board at its 
office in Washington, D.C. on the 
1st day of November, 1957 


In the Matter of the : 
NORTH CENTRAL-LAKE CENTRAL ‘* Docket No. 9770, et al. 
ACQUISITION CASE 
ORDER DENYING RECONSIDERATION 
The Board in its decision of July 9, 1957 (Order No. E-11548), 
in the above-entitled proceeding, denied the application of North Central 
Airlines, Inc., for acquisition of Lake Central Airlines, Inc., and for 
the transfer of the carrier's certificate of public convenience and neces- 
sity for Route 88. North Central has filed a petition for rehearing, re- 
argument and reconsideration of such decision. Lake Central Airlines 
Employee Stockholder Group has filed an ansver opposing North Central's 
petition. 
We have considered the contentions of North Central as contained 


in its petition filed herein and find that the matters set forth therein do 


not establish error in the Board's decision or otherwise establish that the 


relief requested is warranted. 
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We do, however, wish to comment on two minor matters raised 
by North Central. North Central challenges the Board's finding with respect 
to the marked improvement shown by Lake Central in its economic condi- 
tion in 1956 over its situation in 1955, at the time of the hearing. North 
Central argues that the Board, in assessing the carrier's progress, re- 
lied on only certain economic indices which were favorable to Lake Cen- 
tral and failed to take into consideration other factors, such as the in- 
crease in the carrier's total liabilities, total long term debt, total break 
even need in dollars and the decrease in the net worth of the company. 

We find North Central's contentions unpersuasive in this regard. The 
most significant factors to be considered in appraising the future prospects 
of any local service carrier as well as the potential of its route are the 

use to be made of the service, as determined by the volume of passenger 
traffic, and the percentage of the cost of providing the service which the 
Government will be required to assume as against the amount the passen- 
gers will pay (as well as other commercial revenue). The Board recog- 
nized the fact that Lake Central has been operating under extremely dif- 
ficult conditions for several years, due primarily to the handicaps im- 


posed by the pending acquisition 


[4395 | 
which effectively precluded any substantial improvement in the carrier's 
financial or capital structure. However, the Board felt, in conformity 
with the views expressed by Bureau Counsel and the Indiana Aeronautics 
Commission, that if Lake Central were freed from the acquisition con- 
tract and permitted to fully develop its route, the carrier would then be 
in a position to improve its financial picture and achieve further improve- 
ment in its operations over its local service route. The fact that the 
overall financial condition of the company, as represented by the cate- 
gories selected by North Central, had not shown any marked improve- 
ment does not negative the Board's finding with respect to the substantial 


improvement shown by the carrier in its operations over Route 88. We 
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are fully satisfied that a reasonable basis exists for our optimism con- 
cerning Lake Central's future prospects as a local service carrier and e 
we adhere to our original views in this regard as expressed in our 
opinion. 

North Central also claims that the Board's findings with respect 
to the estimated subsidy savings involved in the proposed merger are 
contradictory. In explanation of its contention, North Central argues 
that the Board on page 2 of its opinion adopted the Examiner's finding 
as to subsidy savings and yet, on page 10, the Board stated that it was - 
not convinced that the amount of subsidy savings estimated by the Ex- 
aminer would be realized. We have considered North Central's conten- 
tion as it applies to the opinion as a whole and we are satisfied that there 
can be little doubt but that we intended to adopt those portions of the 
Initial Decision which were attached, except as modified in our opinion, 
and that our view concerning the Examiner's finding on the issue of sub- 
Sidy savings, was fully explained on page 10 of our opinion. However, 
in order to dispel any misunderstanding on this point, we hereby clarify 
our original opinion by stating that we are adopting, except as modified 
in our opinion, those portions of the Initial Decision which were attached 
thereto. 

In view of the foregoing, IT IS ORDERED, That the petition for 


reconsideration and other relief filed herein by North Central be and it 


hereby is denied. 
By the Civil Aeronautics Board: 
/s/ M. C. Mulligan 


M. C. Mulligan 
Secretary 
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COUNTERSTATEMENT OF QUESTIONS PRESENTED 
In the opinion of respondent the questions which are decisive 


of this case are: 


1. Whether the petition for review was timely filed. 


2. Whether the Board's order discloses a rational basis for 
its decision. 

















Counterstatement of questions presented 
Counterstatement of the case ..... 
Statutes involved ...... 
Summary of Argument ..... 


Argument e e e e e e e e e e e e e e e e ° e e e e 2 e e 


I. The petition for review was timely filed . . oe 


II. There is no showing of error in the Board's dis- 
approval of the proposed North Central-Lake 
Central Acquisition «eee @ © © © @© @ . a a) 


A. The Board's findings disclose an adequate and 
rational basis for its disapproval of the 
BCQUISITION « tw ew ew ete eee tw ee wh eS 


The Board's basic findings are supported by 
sufficient subsidiary findings and substantial 
evidence, and are neither contradictory nor 
WARUG ws ewe ewe ee eh we 


1. The findings of lack of integration’ 
between the two systems and that, under 
the acquisition, petitioner would be 
required to operate two local service 
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IN THE 
UNITED STATES COURT OF APPEALS 
FOR THE DISTRICT OF COLUMBIA CIRCUIT 





No. 14,261 


NORTH CENTRAL AIRLINES, INC., Petitioner, 
v. 
CIVIL AERONAUTICS BOARD, Respondent, 


LAKE CENTRAL AIRLINES EMPLOYRE STOCKHOLDIR GROUP 
and LAKE CENTRAL AIRLINES, INC., Intervenors. 





ON PETITION FOR REVIEW OF AN ORDER OF THE 
CIVIL AERONAUTICS BOARD | 





BRIEF WR RESPONDENT 





COUNTERSTATEMENT OF THE CASE 
' Petitioner (North Central) seeks review of a Board order (Tr, };301) 
denying, pursuant to section 408 of the Civil Aeronautics Act (infra, 
p. 1) ; petitioner's application (Tr. 97-107) for approval of its acqui- 
sition of control of the intervenor Lake Genta Airlines.” 

Both of the carriers are "local service" ones, i.e., carriers 
certificated primarily to meet the needs of the smaller cities for local 
and shortw-haul services to their principal trading centers, amd for con- 
nection with the "trunklines" for long-haul services, See, e.g., 





1/ Petitioner's application a%*0 sought approval of various inter- 
locking directorates and transfer to .t of Lake Central's certificate 
of public convenience and necessity. The entire transaction is referred 
to herein as a "merger" or an "acquisition." 











is 





Bonanza-TWA Route Authorization Transfer, 10 C.A.B. 893, 897 (199). As 
shown by the map set forth as Appendix B (infra, p. 45), the North Central 
and Lake Central systems touch at several points, but are divided gener- 
ally by a line between Detroit and Chicago with the North Central system 





extending to points in the midwest, and the Lake Central system to the . 





south and east. 

The acquisition contract was entered into in 1952 (Tr. 3679) between 
petitioner and the then principal stockholders of Lake Central. These 
stockholders later transferred their stock to a group of Lake Central em- 
ployees (also intervenors herein) subject to the prior contract with North 
Central. Litigation followed relating to the validity of the North Central .- 
contract, and the contract ultimately was held to be valid as between the 
parties icaites 


2/ The complicated background of the Board's proceeding, of little 
pertinence here except to explain the hostility between the Lake Central ° 
employees and North Central, is detailed at Tr. 3677-3693. Briefly, the 
Board initially issued only temporary certificates to the local service 
carriers. In an earlier Lake Central renewal proceeding, a Board exam- 
iner had recommended against renewal because of certain illegal activi- 
ties of the carrier's then management. In an effort to avoid denial of 
the renewal application, the instant con ‘ract was entered into so that » 
the carrier might have a "fit" management. The Board suggested a voting 
trust as a temporary solution until determination could be made as to 
what ultimate action the Board should take with respect to the future 
of the carrier. Such an arrangement was entered into, new management 
other than from North Central provided, and the certificate renewed. There 
followed the contract with the Lake Central employee group for acquisition + 
of the stock (subject to the prior North Central one), and a claim by the 
employees that North Central had breached the agreement by reason of a 
certificate application for routes operated by Lake Central. The validity 
of the contract was upheld in Hartman v. North Central Airlines, 21 F. 
2d 859 (C.A.7, 1957). ee 

In its earlier finding that the Lake Central management was unfit, 
the Board emphasized that such wfitness did not involve any rational 
unfitness, Indiana~Ohio Local Service Case, 16 C.A.B. 880, he (1953). 
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There is no claim of irregularity in the Board's proceeding. After 
foll hearings, the examiner recommended approval of the acquisition, pri- 
marily on the grounds that substantial subsidy savings would result from 
the merger, that desirable through services would result between the 
cities on the separate systems, that Lake Central could not effectively 
compete in relation to the many trunkline services in its area, and 
that such a merger afforded the only reasonably foreseeable solution to 
Lake Central's financial problems and future economic welfare. However, 
the Board unanimously rejected the examiner's recommendation, and dis- 
approved the acquisition as inconsistent with the public interest. 

The Board found that the two carriers served separate trade areas 
with little likelihood of through traffic flow over local service routes 
(as opposed to trunkline connecting services) (Tr. 4273-275) . In 
view of this lack of traffic integration, the Board viewed the merger 
as one whereby a single local service carrier would in effect be oper- 
ating two separate local service systems. Such a result, the Board 
concluded, would be contrary to its established policy of confining a 
local service carrier to the single reasonably compact and homogenous 
marketing area in which its interest is centered (Tr. 4278). The Board 
pointed out that the merger would result in a wide-flung system serving 





3/ local service carriers normally are required to serve all 
intermediate points. The Board found. that most of the traffic moving 
between the separate areas served by the two local service carriers 
did not, and could not be expected to, move over a mltiple-stop local 
service route for the entire journey (Tr. }:275). 
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more cities than are served by many trunkline carriers -- a system which 
in may respects would be similar to trunkline systems. The result would 
be a strong economic incentive for the carrier to penetrate the long-haul 
markets in competition with the trunklines, with a consequent prejudice 
to the short-haul services which local service carriers are supposed to 
provide. 

The Board also found that the merger would create a substantial 
period of wicertainty and confusion in the affairs of the carriers to 
the further detriment of the local service and particularly because of 
the hostile relationship between the personnel of the carriers (Tr. 
277-78). The Board found that Lake Central's economic position had 
improved; that it was able to attract business despite trunkline com- 
petition (Tr. 4279-80); and that, freed of the hampering effect of the 
acquisition agreement, it could make substantial progress toward self- 
sufficiency. Route extensions to Lake Central since the date of hear- 
ing were noted, as well as further opportunities for strengthening 
through other extensions in the carrier's trading area (Tr. 278-79). 
The Board conceded that immediate subsidy savings would result from a 
merger, but this factor, together with other considerations urged by 
North Central, were found to be insufficient to overcome the stated ob- 
jections to the transaction. 


The Board's order was entered on July 9, 1957. A timely petition 


for rehearing was denied on November 1, 1957 (Tr. 39h). The petition 


for review was filed on December 23, 1957. 
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STATUTES INVOLVED 
The provisions of the Civil Aeronautics Act and the Administrative 
Procedure Act principally involved are set forth in Appendix A, infra, 
pp. 39-lh. 


SUMMARY OF ARGUMENT 
I 

The petition for review was timely filed. Neither the letter nor 
the spirit of the Administrative Procedure Act requires departure from 
the prior well-established rule that the filing of a timely petition for 
reconsideration with an administrative agency tolls the time within 
which a petition for judicial review of the agency action must be filed. 
This rule relieves both the reviewing court and the administrative 
agency of unnecessary burdens by giving the agency an opportunity to 
remedy possible errors in its decision without the necessity of pro- 
longed and perhaps successive review proceedings. The purpose of sec- 
tion 10(c) of the Administrative Procedure Act, which permits review of 
an order otherwise final whether or not a petition for reconsideration 
has been filed and acted upon, was to permit a party to obtain review 
without seeking agency reconsideration; it was not designed to deny a 
litigant the opportunity of first seeking relief from the agency before 
resorting to court review. This Court appears to have heretofore ruled 


in State Airlines v. Civil Aeronautics Board, No. 960), dismissed Sep- 


tember 3, 197, that the time for filing a petition for review under 
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section 1006(a) of the Civil Aeronautics Act is tolled by the filing 
of a petition for reconsideration of the Board's decision, 


it 
The statutory criterion by which the Board was required to test 


the proposed acquisition of Lake Central by petitioner was its con- 


sistency vel non with the public interest, In this case, dealing as 
it does with the merger of two local service air carriers, the para- 
mount public interest consideration was, in the Board's judgment, the 
acquisition's ramification for the smaller commmnities whose trans- 
portation needs petitioner and Lake Central were certificated to 
serve, The Board's findings show that the proposed merger might 
jeopardize the service needs of those commmities; and that it would 
defeat a long-standing and consistently followed policy of confining 
each local air carrier to a single, reasonably compact and homogenous 
marketing area ~~ a policy which, in the Board's judgment, is the 
soundest method of insuring the proper development of a local air 
system to meet the needs of those commmities, The Board considered 
and made findings with respect to all material facts and reasons 
advanced for approval of the acquisition, but found that they were 
outweighed by the overriding consideration of the needs of the smaller 
commmnities in each area, The Board's decision is, therefore, a rea- 
sonable one, having an adequate and rational basis in the facts found. 
The Board is not required to make detailed findings as to each 
evidentiary fact, particularly where, as here, the determination is 
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largely one of expert judgment. The findings are set forth with 
sufficient elaboration to enable the Court to review the Board's order 
with comprehension and to relate the evidence to than, Finally, they 
are supported by substantial evidence on the record considered as a 


whole. 
ARGUMENT 
I, The petition for review was timely filed 
In Consolidated Flower Shipments v, Civil Aeronautics Board, 205 


F. 24 Lh9 (1953), the Court of Appeals for the Ninth Circuit, over the 
objection of the Board, held that the sixty-day period provided by sec- 
tion 1006(a) of the Civil Aeronautics Act. (infra, p. 42) for seeking 
review of Board orders is not tolled by the timely filing of a petition 
for reconsideration with the Board. In the instant case, the onter 
under review was entered on July 9, 1957 (Tr. 4269) and a timely peti- 
tion for reconsideration was denied by the Board on November 1, 1957. 
The petition for review was filed on December 23, 1957, less than 60 
days after denial of rehearing but 167 days after entry of the original 
order, Under the rule of Consolidated Flower, therefore, the petition 
to review wuld be untimely. ; 

We are advised that interveors will urge this Court to apply the 
Consolidated Flower rule, ani to dimuiss for want of jurisdiction, We 


SA I SIE CE IPI IEE LLL LOTITO, : 

The same court also applied the rule to review of orders of 
the Federal Maritime Board in Northwest Marine Terminals ’Asa'n v, 
Federal Maritime Board, 218 F, 09 1955) 6 








nf = 





submit, however, that the petition was timely. We Bélieve that Consoli- 
Gated Flower was erroneously decided, and we urge this Court not tn follow 
* TS. We cargo ‘tint ‘the Court adtiers to dite prior holdings, wade both to~ 
fore and after the passage’ of the Aduinistrative Procedure Act, and that 
a timely petition for reconsideration does toll the statutory period : 








within witich to seek review of Board orders. Branif? Airways v. Civil 
Aeronautics Board, 79 U.S. App. D.C. 3h1, 1h7 F. 2d 152 (19k5); State 
Airlines v. Civil Aeronautics Board, CoAeDeC., No. 960s, dismissed Sep- 
tember-3, 1947, not reported (discussed infra, p. 12); Accord, Waterman 
Steamship Corp. v. Givil Aeronautics Board, 159 F, 24 828 (c.A.5, 197), 
reversed on other grounds 333 U.S. 103 (1948). a 

As the cited authorities indicate, the general rule is that, even 
though the statute does not require the filing of a petition for rehear- 
ing ‘as a comiition to seeking judicial review, the timely filing of such 
petition deprives the administrative order of the "finality” necessary 
for judicial review. Accordingly, in such a situation the order is 





For other authorities recognizing this: general rule in relation 
to both judicial and administrative orders, see, e.g., Annotation - 
ss oa or Boel pe igi for rehearing Court below as affecting time within 
silent ai mua bes be taken or instituted, 10 A.L.R. (2d) 


107s (1560) 3, v. Western Mamifacturing Co. 170 U.S. 675 £2898) 5 
eee gee v. Federal eee Commission, 68 App. 
Ge (1938 8), ost den. - U.S. 013 (1938); Albert- 


son v. Federal Commmications Comm ion, 87 U.S. App. D.C. 39, 182 








Fr 2a 39 950 ommissioner of Internal Revenue, 50 F, 
24 782 (C.A.7, 1939); Barnet Tee & Coal Co,, C2 " 2a a 906 
(C.A.h, 1933)3 Hel Barnet v- Lexington Toe E Oil Co., 63 App. D.C. 
2d 750 (1933) 5 a vy. Louis, O4 App. D.C. 263, 77 F. 2d 386 (1938) ; 
oner of Internal Revenue ¥ v. Lincoln-Boyle Ice Co., 93 F, 2d 26 


Commissi 
(C.A.7, 1937). 
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Viewed as not final until the agency has disposed of the petition for 
rehearing, and the time for seeking judicial review does not begin to 
run until the agency has denied rehearing. | 

The court in Consolidated Flower held, however, that the provision 
in section 10(c) of the Administrative Procedure Act that an order is 
"final for review purposes whether or not there has been presented or 
determined any application * * * for any form of reconsideratdon,® 
changed the law (205 F, 2d at 452), It reasoned that since there is 
no requirement in the Civil Aeronautics Act that a petition for rehear- 
ing be filed as a prerequisite for judicial review, a Board order is 
“final® for review purposes upon issuance; and that “ee mast there- 
fore be sought within 60 days thereafter, whether or not rehearing is 
sought. The court further held that since section 10(c) is uambigu- 
ous in stating that an order is final despite the pendency of a petition 
for rehearing, resort could not be had to legislative history in con- 
struing it. : 

We believe that this reasoning rests upon a basic misconception 
of the meaning and purpose of section 10(c), The fact that an admin- 
istrative order is "final for review purposes" upon issuance does not 
niean that the filing of a timely petition for reconsideration does not 
toll the statutory period for seeking review, The legislative history 
of the Administrative Procedure Act indicates that the primary purpose 
of section 10(c) was to make it clear that, "except as otherwise ex- 
pressly required by statute (section 10(c)), a party not wishing to seek 
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rehearing could immediately obtain judicial review without having to do 

so. Senate Document No. 248, 79th Cong., 2d Sess., “Legislative History 
of the Administrative Procedure Act," pp. 213 (Senate Report No. 752, 

79th Cong., lst Sess.), 277 (House Report No. 1980, 79th Cong., 2nd Suse. 
There is nothing in either the language or the legislative history of the 








Act which indicates that Congress intended in section 10(c) to change the 
settled and desirable practice by which parties give an agency the fullest 
opportunity to correct its initial mistakes by seeking rehearing, prior 

to going to court. Yet that could well be the practical consequence of 





6/ The courts repeatedly have looked to the legislative history of 
the Administrative Procedure Act in construing it. See, e.g. Nong tans 
Sung v. McGrath, 339 U.S. 33, 36-1 (1950), mod. 339 U.S. 908; United 
States ex rel. Trinler v, Carusi, 166 F. 2d 457, 460-461 (C.A.3, 19L8) 
vacated 160 F, 2d 101k; Unger v. United States, 79 F. Supp. 281, 28-286 
D.C.B.D I11., 1948). Indeed, this Court itself has interpreted section 
10 of the Administrative Procedure Act eoligen an examination os its . 
legislative history, Kristensen v. McGrath U.S. App. D.C. 48, 179 F 
2d 796, 800 (1949), atfd. 340 U.S. 1623 Air Line Dispatchers Ass'n v. 
National Mediation Board, 89 U.S. App. D.C. 2h, 189 F. 2d 688-689 (1951). 

7/ There are statements in the legislative history that section 
10(c) merely embodies existing law. See Senate Document No. 28, Sues 
in text, pp. 213, 230 (Senate Report No. 752, 79th oe ty 1st Sess.), 

277, 289 (House Report No. 1980, 79th Cong., 2nd Sess.), 323 (92 Cong. 
Rec. 2158), 369 (92 Cong. Rec. 565). 

The Attorney General's view that section 10(c) "is intended to 
state existing law® (id., p. 230) is elaborated on in the Attorney Gen- 
eralts Manual on the Administrative Procedure Act, pp. 103, 10h. As 
there explained, the then existing rule under Levers v. Anderson, 326 U.S. 
219 (1945) was that, in the absence of a specific provision requiring a 
petition for rehearing, there was no requirement for such a petition be- 
fore resort to court review. On the other hand, that case did not suggest 
that the filing of such a petition would not toll the time for review. 

In this connection we point out that language similar to the pro- 
vision of section 1006(e) (infra, p. 3) that "no objection to an order 
of the Board shall be considered by the Court mless such objection shall 
have been urged before the Board® at one time was construed as 
the filing of a petition for reconsideration prior to seeking judicial 
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holding that the filing of a timely petition for rehearing does not ex- 
tend the time for seeking judicial review, For parties would be less 
likely to seek rehearing before an agency if the law were that the 60-day 
period for review ran during the pendency of such an application, 

Even though an agency order may be "final for review purposes" upon 
issuance, the filing of a timely application for rehearing gives the 
agemcy further jurisdiction to make appropriate changes in its ae 
Thus, once such an application has been filed, its pendency deprives the 
order of finality, since the order may be substantially changed. It 
would be disruptive of sound judicial procedure to require a party to file 
a petition for review while the Board still has his petition for rehearing 


review where administrative rules made provision for the filing of such 
petition, Mallory Coal Co, v. National Bituminous Coal Commission, 69 
App. D.C. 166, 99 F. 2d 399 (1936); Peoria Braumeister Co, v. Yellow ley, 
123 F. 2d 637 (C.A.7,: 191). However, Levers v. Anderson involved a 
statute with a similar provision, and hence the "no objection" clause 


Commmications Commission, 100 U.S. App. D.C. 103, 243 Fe o1:~C~*# 
(1957) 6 tn any event, such a clause shows a general intent that adminis- 
trative remedies be exhausted prior to court review, and militates against 
the Consolidated Flower decision. 


8/ The Board believes that it has continuing jurisdiction to act in 
response to a petition for reconsideration even though a petition for re- 
view may have been filed, The Board consistently does so, At the time 
of the preparation of this brief, there was pening before the Court for 
decision the case of Frontier Airlines v, Civil Aeronautics Board, No, 
14,232. It is there contended (1) that the Board camot alter on recon- 
sideration an effective certificate award, and (2) that the Board loses 
jurisdiction to act on a petition for reconsideration upon the filing of 
a petition for review, Whatever the decision there may be, we point out 
that here there was no prior petition for review, and that the order is 
not a certificate one, Rather, it is an acquisition order of the type 
heretofore specifically held to be subject to the Board's continuing juris- 
dicition in response to a petition for rehearing. Western Air Lines v, 

[= 


Civil Aeronautics Board, 19) F, 2d.211 (C.A.9, 1952), 
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under consideration. For subsequent agency action on the petition might 
obviate the need for any judicial review, or compel the filing of an 
amended petition for review. On the other hand, treating the pendency 

of the rehearing application as tolling the period for review wuld prej- 
udice no one, and would provide substantial benefits to the administrative 
process. — It also furthers the settled rule requiring a party to exhaust 
administrative remedies before seeking judicial review, 

This Court has heretofore considered the effect of section 10(c) upon 
the time within which review must be sought of a Board order, and reached, 
we believe, a conclusion different from that expressed in Consolidated 
‘Flower,. In State Airlines v, Civil Aeronautics Board, C.A.D.C., No. 





960h, the petitioner had filed a petition for reconsideration with the 





9/ It is in accord with sound procedure and administration to afford 
an agency the opportunity to correct its own possible errors before resort 
to judicial review. United States v. Tucker Truck Lines 344 U.S. 33 
(1952). Cf. Southland Industries v. Federal Commmications Commission, 69 


App. D.C. 62, 99 F. 2d 117, 121 (1938)3 Wrather-Alvarez Br gedeanting © . 
v. Federal Commmications Commi. 101 U.S. App. D.C. ae e ed 
646 (1957). 


The Consolidated Flower decision has resulted, we think, in 
placing needless burdens on the parties and the courts by requiring the 
filing of petitions for review at a time when the final admiaistrative 
action is not know, with a subsequent necessity for amendatory petitions 
or other procedural steps which otherwise would not have been required, 
See, e.g-, Delta Air Lines v. Civil Aeronartics Board, C.A.D.C., No, 14,133 
Frontier Airlines v, Civil Aeronantica Board, C.A.D.C., No. 14,2323 North- 
west Airlines v. Civil Aeronautica Board, C.A.D.C., No. 14,233; Pan American 


World Airways v. Civil Aeronantics Board, No. 13,0523 American Airlines v, r 

Civil Aer enautics Board, ¢ aA.D.C., No. 13,O0kh: Trans World Airlines v. Civil 

Aeronautics wAeD.C., No. 12,5823 American Overseas Airlines v, Civil 
utics Board, C.A.D.C., No. 12,5793 Pan American World Airways v. Civil 


Aeronautics Board, C.A.D.C., No. 12,578 
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Board, More than 60 days after entry of the order complained against, 
but before the Board had ruled on the petition for reconsideration, the 
petition for review was filed with the Court. The Board filed a motion 
to dismiss, contending that the petition was filed either too early or 
too late. It urged that if the effect of section 10(c) was to alter the 
rule theretofore followed in determining the time within which review 
must be sought of 4 Board order, the petition should be dismissed for 
lack of timely filings; on the other hand, if section 10(c) did not have 
this effect, as the Board believed to be the case, it was urged that the 
petition for review should be dismissed as premature. On September 3, 
1947, the Court entered an order dismissing the petition as premature. 

A petition for review subsequently was filed within 60 days after denial 
of reconsideration by the Board, and was entertained by the Court. State 
Airlines v., Civil Aeronauties Board, 8 U.S. App. D.C. 37h, 17h F. 2d 
510 (1949), rev. 338 U.S, S12. 


10/ Without any discussion of :the section 10(c) pati Bie Court 


also held in Albertson v. Federal. Commnications Commission U.S. App. 
D.C. 39, 182 F. 2d 397 (1950), that a petition for reconsideration of an 
order dismissing a petition for rehearing, entertained by the Commission, 
served to toll the time for seeking review, We note that the Court in 
Consolidated Flower distinguished the Commmications cases on the ground 

t the time for review ran from “the effective date of the order — not 
the date of the filing of the order* (205 F, 2d at p. 451) (see 48 Stat. 
1093). But the problem in Albertson and the other Commmications cases 
was whether a petition for reconsideration extended the period for review 
which had begun to run, and not when that period began, 

After the adoption of the Administrative Procedure Act, but 
prior to the Consolidated Flower case, this Court entertained, as a matter 
ef course, petitions for review filed within sixty days of the issuance of 
the Board's order on reconsideration but more than sixty days from the 
date of the original Board order. See, e.g., Northwest Airlines v, Civil 
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In sum, there is no concept embodied in section 10(c) which pre- 
clindes an application of the familiar rule that a timely petition for 
reconsideration serves to toll the period in which to seek review, Nor 
does the letter of the law require that result. Rather, the spirit and 


purpose of the provision point to a preservation of the established 
rule. 


II, There is no showing of error in the Board's 
giceper ore. of the proposed North Central- 
Lake tral acquisition 


The ultimate question on the merits of this case is whether the 
Board's determination that the acquisition is inconsistent with the 

, eB 
public interest is an allowable one. Here, just as in the case of 


Aeronautics Board, C.A.D.C., No.. 10,7853 Cook Cleland Catalina Airwa 

Vv. Civil Aeronautics Board, C.A.D.C., No. 11,0953 Donaldson v. Civil 
Aeronautics Board, C.A.D.C., No. 11,259; Air Tr Associates v. 
Civil Aeronautics c:k.D.C., io. 11,280. Sc noe tee 
Circuit. See Consolidated Flower, 205 F. 2d at p. 452. Since Consoli- 
dated Flower, this Court has not found it necessary to rule on the ques- 
tion, since the cases in which the issue was present were dismissed 

on other jurisdictional grounds. United Air Lines v, Civil Aeronautics 
Board, 97 U.S. App. D.C. 2, 228 F. 2d 13 (1955); National Airlines v. 
Civil Aeronautics Board, 101 U.S. App. D.C. 345, 2h9 F. 2d 13 (1957). 
Kiso, in Del oyir ayre v. Civil Aeronautics Board, 27 F. 2d 327 
(C.A.5, 1957) » certain of the several Board's actions involved this 
issue. The Court, without comment, provided review. 


L/ **The wisdom and experience of [the agency],* not of the courts 
must determine whether the proposed consolidation is ‘consistent with the 
public interest'." McLean Trucking Co. v. United States, 321 U.S. 67, 
97-88 (1944). If the finding of inconsistency with the public interest 
has an adequate and rational basis in the facts found and if those facts 
are supported by substantial evidence, "it is not [the courtts] function 
to upset it.” McLean Scie Co. v. United States United States 
v. Pierce Auto Lines, 327 U.S. 515, 535 (1946); sete Snatt Co. Ve 


United States, 97 F. Supp. 614, 619 (D.C.D.C., 1951). over, since 
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a direct certificate award, "so long as the process, the premises and 


the judgment are not arbitrary,” "[t]he controversy is in an area into 
which the Courts are seldom justified in intruding.” Pinellas Broad- 
casting Co. v. Federal. Commmications Commission, 97 U.S. App. D.C. 236, 
230 F, 24 20h (1956), cert. den. 350 U.S. 1007 (1956). We.show below 
that the Board's findings set forth a rational basis for its action, 
that such findings are supported by the evidence, and that petitioner 
in reality is requesting the Court to substitute its judgment for that 
of the Board as to where the public interest lies, | 


A. The Board's findings disclose an adequate 
and rational basis for its val of 


the acquisition 
Petitioner's initial premise appears to be that the Board's findings 


on their face do not spell out an adequate basis for its action. This 
in turn rests upon the premise that section 1,08 embodies a strong policy 
in favor of acquisitions, and that extraordinary harm must result be- 
fore a disapproval is justified. But petitioner misconceives the law, 
and further refuses to give recognition to the clear findings of the 
Board that the acquisition is contrary to the public interest, 

The section 08 standard for approval, that the transaction "will 
not be inconsistent with the public interest" (infra, p. 1), obviously 


the primary concern of the Board is the protection of the public inter- 
est, “a very strong showing mst be made * * * by one who seeks to set 
aside an order * * * in this field." Wiley & Sons v. United States, 

85 F. Supp. Sh2, Su5 (W.D.Va., 1949), atta 330 U.S. 902. 
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has the effect of subjecting the acquisition to the "public interest® 
standards of the Act (section 2, infra, p. 39). See, e.g., United 


A,L, Western A.E,, Interchange of Byuipment, 1 C.A.A. 723 (19h0); 
Acquisition of Marquette by TWA, 2 C.A.B. 1 (19h0)3 Western A,L,, Acqui- 


sition of Inland A.L., 4 C.A.B. 65) (194); American Air, Control of 

Mid Continent Air, 7 C.A.B. 365 (196). And where, as here, a certi- 
ficate transfer is involved, there comes into play the provisions of see- 
tion )01(4) (infra, p. 0) which require a finding that the transaction 
is "consistent with the public eee The public interest stand- 
ards of the Civil Aeronautics Act by definition (section 2, infra, p. 39) 
include the "encouragement and development of an air transportation sys- 
tem properly adapted to * * + present and future needs,* and the “promo- 
tion of adequate, economical, and efficient service." These standards 
obviously include the local carrier services fostered under the Act, 

and are the ones ty which the instant transaction properly was judged. 
Moreover, the Board's findings plainly disclose a rational basis for 
disapproval in the light of the statutory standards and policies, 
"327 Contrary to petitioner's assertions (Br., p. li), there is 

no strong presumption favwring mergers. The legislative history shows 
that mergers are not to be approved miless there are public interest 
factors which support the transaction. See, e.g., 83 Cong. Rec. 
6730-6732. 


13/ In section hO1(4) cases, the "concept of *public interest? is 


just as broad as ‘public interest! in an original certificate proceed- 
ing.* Continental Southern Iines v, Civil Aeronautics Board, 90 U.S, 
App. D.C. 352 197 Fy 2d 397 403 (19 2 ° See also U.S. Ve Resler 
313 U.8. 57, 60 (19h1), where the Supreme Court pointed out that a 
transfer involves considerations akin to those of initial certification, 
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The Board found that petitioner and Lake Central were certificated 
for separate trade areas (Tr. 1272), and that these areas are not suffi- 
ciently related to each other in terms of local traffic requirements 
to permit a soundly integrated local service system (Tr. 4275). The 
effect of the merger would have been that North Central would have 
operated two separate feeder systems, Such an operation, the Board 
stated, would be to the prejudice of the local service which the car- 
riers were certificated to provide (Tr. 277)... The Board explained 

that the efforts of the carrier would be dispersed over too much terri- 
tory to permit that concentration on local service which is the essence 
of the Board's local service policy-(Tr. 4278), and further that, be- 
cause of the size of the combined systems, there would be an incentive 
on the part of North Central to attempt to penetrate the long-haul 
market to the neglect and deterioration of the feeder services (Tr, 
4276-277). 

These findings, dealing as they do with policy matter, are rooted 
in well-established prior Board precedent. Local service carriers 
are certificated to meet the needs of the smaller cities for short- 
haul connecting and local service, They are designed to link smaller 
communities with their normal metropolitan trading centers and to feed 
connecting traffic to long-haul carriers, Bonanza-Twa Route Authoriza- 
tion Transfer, 10 C.A.B. 893, 897 (1949). As the Board pointed out 
when it first considered the matter, local air transportation differs 


inherently from the more profitable long-haul operations of the trunklines, 
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where the outstanding characteristic of the airplane is its speed. 
That competitive advantage is obviously diminished in the short-haul, 
small-city, multi-stop local service, where the competition of surface 
transportation is more intense. Local, Feeder and Pick-Up Air Service, 
6 C.A.B. 1, 2 (19h). 

Accordingly, from the very beginning the Board has followed the 
principle of fashioning local service route systems for single trading 
areas, and of authorizing operations by local carriers whose interests 
are centered in and confined to the area to be served. Florida Case, 
6 C.A.B. 765, 789 (1946); West Coast Case, 6 C,A.B, 961, 981 (196); 
Mississippi Valley Case, 8 C.A.B. 726, 750 (19h7); Southwest-West Coast 
Merger Case, 1 C.A.B. 356, 357 (1951). This policy reflects the Board's 


awareness that the economic realities of this type of operation are such 


that "unusual effort will be required to develop the maximum traffic"; 
and that *[g]reater effort and the exercise of managerial ingenuity may 
be expected from an independent local operator whose continuation in 

the air transportation business will be dependent upon the successful 
development of traffic at these cities and the operation on an economical 
basis® (West Coast Case, supra, 6 C.A.B, at 981). With his operations 
confined to a compact and homogenous market area, the local operator must 
concentrate upon generation of the maximum traffic within that area, 
Unlike a trunkline carrier or a local service carrier attempting to 
operate in more than one area, he has nowhere else to go for revenue. 

The result is that the air service needs of those commnities will be 
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fully exploited and thus eps the purpose for which the local air 


transportation industry exists. ; 

These considerations, of courge, were weighed against countervail- 
ing ones, If, as the examiner had found, the alternative to thé acqui- 
sition was indefinite subsidy (Tr. 3758), or if, as petitioner had 
argued, the local service operations would be substantially benefited 
by the acquisition, a different result could have been reached, But, 
as we have shown, the Board's judgment was that the abqudisition would be 
to the detriment of the local service. Further, the Board found that 
denial of the acquisition would not mean continued indefinite heavy 
subsidy. It found that Lake Central's recovery from its economic dif- 
ficulties had been deterred by the pendency of the acquisition proceed- 
ing which had prevented refinancing. The Board veviewsd tbe relevant 
evidence and found that the carrier's load factor had shown marked : 
improvement (with the highest load factors being sapabaiannaa on those 
segments of its route subject to the heaviest trunkline competition), 
and that the breakeven need and ratio of breakeven need to dollar of 
commercial revenue had decreased (Tr, 279). These improvements in 
Lake Central's operations led the Board to "differ sharply with the 
Examiner's prognosis for Lake Central* (Tr. 1260), and to the conclusion 


The Board also found that there existed a hostile attitude on 
the part of the Lake Central employees toward North Central, and that 
this element could be expected further to complicate the normal amount 
of confusion and uncertainty attendant upon amalgamation following 
approval of any merger. Again, this factor lends rational support to 
the Board's over-all finding that the acquisition would be to the 
detriment.of the local service. 
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that "Lake Central can make substantial progress toward self-sufficiency 
within a reasonable time (Tr. 1279). It also found that there wes con- 
siderable opportunity for strengthening Lake Central's route through 
extensions within its natural trade area, The Board thus found no need 
to depart from its settled policy formated to foster the maximum 
developments of local service geared to the needs of the small commni- 
ties. 

The Board’s opinion fully demonstrates the rational relationship 
between its findings and its conclusion that the merger of Lake Central 
and North Central would be inconsistent with the public interest. The 
opinion reflects concern for the air service needs of the smaller con- 
munities involved. The findings fully support the conclusion that 
the proposed merger might jeopardise the needs of those comsunities 
which each carrier is designed primarily to serve, In petitioner's 
own words, "{tJhe ideal that local carriers operate within a single 
area is the foundation of the local air carrier industry." Under 
‘these circunstances, it cannot be said that the Board's decision is 
arbitrary or that it lacks an adequate or rational basis. Petitionert 8 
argument then is no more than an attempt to persuade the Court to | 
substitute its judgment for that of the Board as to the consistency 
yel non of the proposed merger with the public interest. This, how- 
ever, is not the function of the Court, but of the Board. B.g., 

Mclean Trucking Company v. United States, 3210.8. 67 (19hh)s United 
satelite 


15/ Cities Cities Case, Docket No. 7192, North Central 
: Airlines* Petition for Reconsideration, March 29, 1957. 
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Air Lines v. Civil Aeronantics Board, 81 U.S. App. D.C. 89, 155 F. 2a 


169 (1946). 


B. The Board's basic findings are supported by 
sufficient subsidiary findings and substantial 
7Fidence, and are neither contradictory nor vagrue 

In assailing the Board's order as lacking the support of suffi- 
cient findings, and the findings as unsupported by the evidence, peti- 
tioner again misconceives the law and ignores the —_— of the Board's 
action. There is no requirement that an agency make detailed findings 
with respect to every evidentiary fact, nor need it document its basic 
findings by references to the evidence. United States v. Pierce Auto 
Lines, 327 U.S. 515, 519 (1946); Capital Transit Co. v. United States, 
97 F. Sapp. 61), 621 (D.C.D.C., 1951) (opinion by Judge Washington). 
Further, there is no ritualistic requirement for findings in the manner 
contended for by petitioner. Rather, the requirement for findings varies 
with "the context of the situation presented.* Mabama G.S.R.Co. v. 
United States, 340 U.S. 216, 228 (1951). In cases such as this, "[t]here 
is no requirement * * * of specific subsidiary findings other than the 
basic findings which support the ultimate conclusion found by the Board 
in terms of the statute," and these basic findings need by made only 
"with sufficient elaboration to enable the Court to relate the evidence 
to them." Lake Central Airlines v. Civil Aeronautics Board, 99 U.S. 
App. D.C. 226, 239 F. 2d 6, h9 (1956). Also, where, as here, the 
determination is largely a judgment one, there is weak less necessity 


for detailed findings and estimates. See American Airlines v. Civil 
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Aeronautics Board, 89 U.S. App. D.C. 365, 192 F. 2d 417, 22 (1951); 
Lake Central Airlines v. Civil Aeronautics Board, expr * 
We show, below, point by point, that the Board's order is fully 
adequate in these respects, and that its findings are supported by the 
record. - 
1.- The findings of lack of integration between the two 
systems and that, under the acquisition, pe oner 
ould be required to operate two local service systems 
Petitioner's principal objections on this score are to the Board's 
findings of insufficient traffic integration between the North Central 
- and Lake Central systems, based on the small amount of traffic moving 
over the local service routes between the points in the areas involved. 
Petitioner's view is that if only one passenger a month is benefited 
by the through services which would:be. provided, such benefit is suf- 
ficient to. support the merger (Br., -p. 15); that more passengers can 
be expected. to be benefited than the Board found (Br., pp. 18, 19); 
and that in any event the true test of integration is not traffic 
movement but rather questions of physical integration, savings to. be 





16/ We note petitioner's complaint (Br., p. 46) that the Board 
ignored the hearing examiner's finding that the acquisition is in the 
public interest. It is the Board, however, and not the examiner, which 
must decide that ultimate issue. Even where the examiner's findings 
are based on the demeanor of a witness, the Board may reverse those 
findings even though they are not clearly erroneous. Federal Commni- 


cations Commission v. Allentown Broadcast Co., 349 U.S. 358, 30h 
(1955). Moreover, “the significance of =e report * * * depends largely 
on the importance of credibility in the particular case." Universal A 


Camera Corp. v. Labor Board, 30 U.S. 474, 496 (1951). Credibility was 
not an rtant factor in this case. 
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achieved through elimination of duplicating facilities, and over-all 
so-called contre of interest data (Br., pp. 20, 35, 47, 8, go) oY 
The argument that even de minimis service — are enough to 
require a finding that the acquisition is in the public interest is only 
an extension of petitioner's erroneous thesis that ssetiod 1,08 affords 
it an easy method of acquiring new routes without ‘reference to the statu- 
tory standards. Its arguments concerning the eopdieeawds to route 
"integration" of traffic actually moving and expected to move over the 
local service routes is no more than a quarrel with the Board's judgment 
as to the weight to be given to that factor, as opposed to the ones re- 
lied upon by petitioner. Certainly there would be some integration in 
the physical. sense through the acquisition, with a consequent elimination 
of duplicating facilities, and the like. ‘The Board specifically adverted 
to and recognized that fact (Tr. 280-1), and also that subsidy saving 
could be expected to result. But the Board's judgment was that traffic 


integration was the more important test, and that any subsidy savings 
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17/ The contention that the record does not support the finding 
that North Central and Lake Central were certificated to serve separate 
trade areas (Br., pp. 8-9) rests on assertions that Lake Central has 
been certificated to serve Kalamazoo and Grand Rapids, cities north of 
the line between Detroit and Chicago; that several cities are served by 
both carriers; and hence that the carriers are certificated for overlap- 
ping areas. The argument is specious. Some small overlap obviously is 
to be expected, and the fact that separate areas may have corimon inter- 
ests with principal boundary cities does not establish local service 
interests beyond those cities. - 


: Further, the assertion that the Board's reference (Tr. 278) 
to pending appiocations by Lake Central "for route extensions connecting 
its natural trade centers" shows that the Board deems the two areas not 
to be separate because Lake Central has applications extending into North 
Central territory (Br., p. 36), is equally specious. 
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were outweighed by the benefits of having separate areas served by 
different local service carriers.. These are matters within the Board's 
competence, and require no "evidence" beyond the facts from which the 
inferences are draw. See Market Street Railway v. Comission, 32) U.S. 
548, 560 (19h5). 

As to the finding on traffic integration, petitioner asserts that 
there is a substantial volume of traffic moving between points in the 
two areas which it could be expected to tap as a result of the acquisi- 
tion. Petitioner would have the Court believe that the general public 
can be expected to travel in volume over substantial distances via 
multi-stop circuitous local service carriers, in preference either to 
trunkline service or to a combination of local and trunkline service. 
Again the Board's expert judgment was different (Tr. 1273-5), and-that 
judgment is buttressed by the facts of record, These facts show, as 
petitioner concedes, that, despite the volume of over-all between-area 
traffic relied on by petitioner, there were only some 520 passengers on 
an anmal basis exchanged between the two carriers. The Board found 
that better schedules could not be expected to substantially alter 


the traffic habits of the public served by the two seperate systems 
(Tr. 4273), again a-judgnent within its competence. Moreover, as 
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the Board pointed out, there actually is no a substantial 
1 


volume of local service traffic to be benefited. 





iy Of the 282,182 passengers originating in the cities served by 

Lake Central during the 28-day 195) survey period, and moving by all air 

> carriers (including the trunklines) 23,589, or 10.1%, were destined for 
cities on the North Central system (Tr. 281). Of these, over 20,000 
were destined for Detroit (Tr. 2833). As the Board's opinion points out 
(Tr. 4), Lake Central subsequent to the hearing herein was certificated 
to serve Detroit, and hence "the prospects of any appreciable amount of 
traffic being benefited by the proposed through plane service is even 

= less favorable than existed at the time of the hearing.*® 


Also opposed to petitioner's view was evidence that "from the 
“ point of location of industry to Lake Central is an entity® (Tr. 121) 
and that "Lake Central is connected more to the east" (Tr. 1417). ‘There 
was evidence that a number of major and related industries, e.g., glass, 
a chemical, steel, rubber, are largely in the Lake Central area with little 
extension into North Central's area (Tr. 3218-3222). There was also evi- 
dence that the 1 largest companies in the United States had a total of 
*s 197 plants in the then existing or planned Lake Central area and only six 
in the North Central service area (Tr. 322-323). Representatives from 
Kokomo (Tr. 175-78), Indianapolis (Tr. 178-82) and the Aeronautics Com- 
mission of Indiana (Tr. 2136-38, 182-87) all were emphatic in their 
opposition to the merger, believing that there would be no benefit to the 
Lake Central area. A representative from Grand Rapids, Michigan, ad- 
mitted that it was concerned solely with service to Chicago, that Capital 
Airlines provided adequate service to that city, and that it had no com- 
munity of interest with cities served by Lake Central in Indiana and Ohio 
(Tr. 2251-52). Detroit favored the merger only because of its desire 
for service to Kokomo, Lafayette, Richmond, and Indianapolis (Tr. 63), 
to all of which it now receives service by Lake Central. 


Moreover, as the Board's Bureau of Air Operations pointed out 
in two rebuttal exhibits (BAO-R-1 and BAO-R-2), petitioner's estimates of 
additional traffic between Lake Central cities and North Central cities 
included supposed traffic to unidentified points in the North Central area, 
referred to as "new points," and that as to the so-called "new points® there 
was no basis demonstrated for the estimate because of the impossibility of 
determining "community of interest, historical traffic, possible routings, 
competition from single carriers or connecting carriers, or the basic 
assumptions upon which such estimates were based" (Tr. 3511). Estimated 
traffic to these unknown places accounted for 28.2% of petitioner's total 
estimate of additional traffic through the Chicago gateway (Tr. 3508) 
and for 19.6% of that estimated to points east of Lake Michigan (Tr.3509). 
Moreover, as the estimates themselves show, 63% of the estimated traffic 
to points east of Lake Michigan (itself representing 36% of the total) 
was to Detroit (Tr. 2889-2891). . 
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were outweighed by the benefits of having separate areas served by 
different local service carriers.. These are matters within the Board's 
competence, and require no “evidence® beyond the facts from which the 
inferences are dram. See Market Street Railway v. Commission, 32), U.S. 
548, 560 (19L5). 

As to the finding on traffic integration, petitioner asserts that 
there is a substantial volume of traffic moving between points in the 
two areas which it could be expected to tap as a result of the acquisi- 
tion. Petitioner would have the Court believe that the general public 
can be expected to travel in volume over substantial distances via 


multi-stop circuitous local service carriers, in preference either to 


trunkline service or to a combination of local and trunkline service. 
Again the Board's expert judgment was different (Tr. 273-5), and.that 
judgment is buttressed by the facts of record, These facts show, as 
petitioner concedes, that, despite the volume of over-all between-area 
traffic relied on by petitioner, there were only some 520 passengers on 
an anrmmal basis exchanged between the two carriers. The Board found 
that better schedules could not be expected to substantially alter 

the traffic habits of the public served by the two separate systems 
(Tr. 4273), again a-judgment within its competence. Moreover, as 
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the Board pointed out, there actually is no ies ted substantial 
ue 
{ volume of local service traffic to be benefited. 





eg Of the 282,182 passengers originating in the cities served by 
Lake Central during the 28-day 195) survey period, and moving by all air 
> carriers (including the trunklines) 23,589, or 10.1%, were destined for 
cities on the North Central system (Tr. 28/1). Of these, over 20,000 
were destined for Detroit (Tr. 2833). As the Board's opinion points out 
(Tr. 4), Lake Central subsequent to the hearing herein was certificated 
to serve Detroit, and hence "the prospects of any appreciable amount of 
traffic being benefited by the proposed through plane service is even 
less favorable than existed at the time of the hearing." 


Also opposed to petitioner's view was evidence that “from the 
point of location of industry to Lake Central is a entity" (Tr. 121) 
and that "Lake Central is connected more to the east" (Tr. 117). There 
was evidence that a number of major and related industries, e.g., glass, 
chemical, steel, rubber, are largely in the Lake Central area with little 
extension into North Central's area (Tr. 3218-3222). There was also evi- 
dence that the 1) largest companies in the United States had a total of 
197 plants in the then existing or planned Lake Central area and only six 
in the North Central service area (Tr. 322-323). Representatives from 
Kokomo (Tr. 175-78), Indianapolis (Tr. 178-82) and the Aeronautics Com- 
mission of Indiana (Tr. 2136-38, 1182-87) all were emphatic in their 
opposition to the merger, believing that there would be no benefit to the 
Lake Central area. A representative from Grand Rapids, Michigan, ad- 
mitted that it was concerned solely with service to Chicago, that Capital 
Airlines provided adequate service to that city, and that it had no com- 
munity of interest with cities served by Lake Central in Indiana and Ohio 
(Tr. 2251-52). Detroit favored the merger only because of its desire 
for service to Kokomo, Lafayette, Richmond, and Indianapolis (Tr. 643), 
to all of which it now receives service by Lake Central. 


Moreover, as the Board's Bureau of Air Operations pointed out 
in two rebuttal exhibits (BAO-R-1 and BAO-R-2), petitioner's estimates of 
additional traffic between Lake Central cities and North Central cities 
included supposed traffic to unidentified points in the North Central, area, 
referred to as "new points,® and that as to the so-called "new points" there 
was no basis demonstrated for the estimate because of the impossibility of 
determining "commnity of interest, historical traffic, possible routings, 
competition from single carriers or connecting carriers, or the basic 
assumptions upon which such estimates were based" (Tr. 3511). Estimated 
traffic to these unknown places accounted for 28.2% of petitioner's total 
estimate of additional traffic through the Chicago gateway (Tr. 3508) 
and for 19.6% of that estimated to points east of Lake Michigan (Tr.3509). 
Moreover, as the estimates themselves show, 63% of the estimated traffic 
to points east of Lake Michigan (itself representing 36% of the total) 
was to Detroit (Tr. 2889-2891). 
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Petitioner also ascribes inconsistency to the Board in finding 
that there would be insufficient traffic moving over the local serv- 
ice routes to warrant a finding of traffic integration, and at the 
same time holding that there was a sufficient inter-area traffic pool 
to induce petitioner to attempt to tap it through schedules designed 
for long-haul traffic in competition with trunkline services. There 
is no inconsistency. The fact that petitioner could be expected to 
attempt to capture some of the traffic now moving over the trunklines 
is quite a different thing from whether its attempt would be success- 
ful. The Board's findings of lack of integration rest on traffic 
which can be expected to move for its entire journey over local serv- 
ice lines, and its findings relating to the probable effect of the 
merger are directed to over-all volume of traffic and the reasonable 
predictable action of North Central in relation seu 


In sum, the findings on these matters are fully adequate, and 


the Court is not left.to speculate as to the bases of the Board's 


findings in relation to the record. 


19/ The Board specifically stated that "the carrier would have 
a strong incentive to try to penetrate these markets even though it 
covld not hope to compete on an equal basis with the trunkline car- 
riers or even to obtain but a small share of this long-haul market" 
(Tr.. 44277). , 
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“ 2. The findings that the acquisition would be to 

# the prejudice of the local service operations 

" The Board's findings on this point were that the acquisition 


would spread the efforts of mnagement over too much territory to 
permit that concentration on local services centered in a particular 
trade area which is essential to the success of the local service 
program (Tr. 276); that the efforts of North Central be ceeieine te 

the long-haul markets would prejudice and undermine the local services 
(tr. 4277)3 and, additionally, that the hostility between the companies 
also could be expected to adversely affect the success of the merger 
with a consequent impact on the local services (Tr. 277-8). 

Despite petitioner's protestations to the contrary (Br., pp. lh, 
2h, 0, h2-hh), there is no requirement that the Board specify the 
precise size of a system which it thinks too large in terms of con- 
centration of effort. It obviously is enough for the Board to.find 
that a particular acquisition (this one) would bring about such a re- 
sult in the light of the geographical areas and facts involved, More- 
over, the Board's finding rests on inference and judgment derived from 
the facts found in relation to traffic integration, and is sufficiently 


20 
explained to permit the Court to discharge its reviewing ng tcticne 





20/ We note petitioner's professed inability to understand the 
Board's reference to the "sprawling local service system" which would 
have resulted (Bre, Pe 24), and the reference to the merged system 
as one having "characteristics akin to a trunkline carrier" (Br., p. 
50). The matter is clear enough; and petitioner's arguments are no 
more than a play on words in the mistaken impression that the Board 
must decide for all time in this one case what ere it will or 


will not approve. 
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Farther, the Board's judgment that concentration of efforts in 
a single trading area is essential to the maximm development of 
local services is an allowable one, particularly since it represents 
a long-established policy (see supra, pe 18). And the Board was en- 
titled to infer that petitioner would attempt to penetrate the long- 
haul mrkets, with a consequent shifting of schedules in an attempt 
to accommodate long-haul, rather than local, traffic. Petitioner's 
own vice president testified that the basic fault with the Lake _ 
Central system is that it is too small to develop long-haul traffic 
(tr, 891), and petitioner's stated ambition is to become "America's 
largest domestic air line -=- local service, trunk, or otherwise" 
(Tr. 3320). ‘True, petitioner disclaims any intent to neglect the 
local a “38e But the Board nonetheless could consider the tempta- 
tions to which petitioner would be subjected, and guard against the 
potential dangers in this respect. Cf, lehman v, Civil Aeronautics 
Board, 93 U.S. App. D.C. 81, 209 F, 2d 289, 292 (1953), cert. den. 
347 U.S. 916. 

‘The examiner found, without exception by petitioner, that “antip, 
athy exists between the Lake Central employees and North Central with 


the result that many Lake Central employees may seek employment else- 


where rather than exercise their reemployment rights." (Tr. gy. 
21 


The record is replete with. evidence to support this finding. § The 


‘ ty-seven per cent of the stock of Lake Central Airlines 
is owned by 165 employees of that company representing approximately 
one-half of the total employees (Tr. 1465). Their interest in the 
continued existence of Lake Central as a separate entity is manifest. 
As petitioner's vice president put it, “they have a financial interest 
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success of any merger of this sort obviously depends in part upon 
harmonious relationship between the parties involved. Certainly the 
Board was entitled to infer from the evidence that thé hostile feelings | 
of a substantial number of the Lake Central employee-stockholders would 
not be conducive to the teamwork necessary to make a success of the 
merger and that the existence of this hostile relationship would tend 
to magnify the confusion normally attendant upon the cinch of two aire 
lines with a resultant impact on the local services (Tr. 4277-8). 
3- The findings that Lake Central's position is 
oving an t room for s more improve- 

ment exists through ens ions its tra 

area : 

As in its other challenges to the Board's findings, petitioner 
once more proceeds upon erroneous premises of law and fact. The 
contention that strengthening Lake Central through route extensions 
cannot, as a matter of law, be preferred to strengthening through 
merger (Bre, Pa 17) reflects the sam basic misconception of the 
applicable statutory standards which permeates petitioner's other 
arguments, Similarly, the argument that there is ne evidence in the 
record to show that Lake Central would be strengthened through route 





that goes beyond that of employees" (Tr. 1285), Over a period of 
time their opposition to the merger ripened into open hostility. 

The period of the pendency of this proceeding was one "of extremely 
strained relations" (Tr. 117), 1588, 3305). ‘The result, which could 
be expected, was a "period of rather poor morale, rather high turn- 
over, rather general animosity" (Tr. 1475). ‘This was borne out by 
the fact that "many" employees made "the flat statement that they 
would never work for North Central Airlines" (Tr, 152), 
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awards (Br., p. 49) again is merely the erroneous view that the Board 
is not entitled to draw inferences without the benefit of testimony 
thereon, Market Street Railway v. Commission, 32) U.S. 58, 560 (195). 
The Board illustrated its finding that Lake Central had "already 
shown marked improvement in its economic condition" by reference to a 
comparison of Lake Central's 1955 and 1956 experience in terms of load 
factor, breakeven need per revenue plane-mile, and ratio of breakeven 
need per dollar of commercial revenue (Tr. 4279). Petitioner denounces 
this finding as a case of the Board's "picking and choosing evidence 
in favor of its decision® (Br., pe 53)e It points to evidence at the 
hearing as indicating the then "precarious financial position" of 
Lake Central and to facts submitted in its petition for reconsidera- 
tion (eeg., increased liabilities, long-term debt, total breakeven 
need in dollars and decreased net worth), as proving that the pre- 
carious financial condition continues to exist. (Tre 4351-357). 
It conciudes that the Board's finding of marked economic improvement 
is not supported by substantial evidence. 
Petitioner misses the point of the Board's findings. At no 
stage of this proceeding was it denied that Lake Central had been 


beset from the start by severe financial difficulties, springing 


largely from its having been undercapitalized (Tr. 1926). The 


Board recognized this in its original opinion (Tr. 279), and in 
its order denying North Central's petition for reconsideration it 
agreed with petitioner that Lake Central's over-all financial con=- 


dition had shown no mrked improvement (Tr. 4395). It was equally 
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clear from the record, and the Board so found (Tr. 4279, 4394), that 
remedial measures had been hampered primarily by the pendency of the 
acquisition proceeding, It was legally impossible to issue new 
securities which might in any way affect the equity of the outstand- 
ing stock which petitioner had camtracted to purchase, and as a 
practical matter the salability of any type of security would be 
impaired by the uncertain status of Lake Central (Tr, 1926-1927). 
The evidence was also clear that necessary refinancing of the carrier 
could be accomplished and its financial house put in order once’ the 
acquisition case was disposed of (Tr. 1926—31; 23395 3375)6 

It was in this context that the challenged finding was made, 
The Board was required to assess the facts to datenetne whether the 
continued operation of Route 88 could be expected to become profitable 
in the future. In finding that Lake Central had show a mrked 
improvement in terms of load factor, breakeven need, and ratio of 
breakeven.need per dollar of commercial revenue, the ‘Board held no 
more than that Lake Central's economic condition had improved in the 
sense that.it had show marked improvement in those respects which 
best indicate that a local carrier's operation of a given route has 
reasonable prospects of becoming an economic operation. These factors 
thus. refuted the examiner's view that operation of Route 88 could 
become profitable only by approval of the ec Moreover, this 


22 ard saids 


"The most significant factors to be considered in appraising 
the future prospects of any local service carrier as well as 
the potential of its route are the use to be made of the 
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significant progress had been made in spite of severe financial diffie 
culties which could be expected to be resolved by termination of the 
instant proceeding, and in the fact of trunkline competition for 


traffic between the relatively closely adjacent large cities served 





by Lake Central in its area, This, coupled with possible route 
adjustments, could be expected to further improve operations over i 
its local service route (Tr. 395), which would in turn enhance the 
probability of a profitable future operation. 

- From the foregoing it is obvious that petitioner misconceives 
the meaning of the challenged finding, It was not intended as a find- 
ing of current improvement in Lake Central's over-all financial condi- r 
tion but of improvement in respects presaging economic operations by 
Lake Central in the future. Here, again, the Board was required to 
exercise expert judgment in assaying the future probabilities. It was 4 
of the view that marked improvement in respect of load factor, break- 
even need, and ratio of breakeven need to dollar of commercial revenue 
outweighed evidence of present poor financial condition, and it con- - 
cluded that Lake Central's prospects for economic operation were 
reasonably bright (Tr. 4395). And while petitioner complains that 
the. Board did not specify just when and by what dollar degree Lake v 


Central could be expected to improve (Bre, pe. 26) the Board is not 





service, as determined by the volume of passenger traffic, and 
the percentage of the cost of providing the service which the 
Government will be required to assume as against the amount the 
passengers will pay (as well as other commercial revenue)." 
(tr. 4394). 
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required to make such mathematical predictions. American Airlines v. 


Civil Aeronautics Board, 89 U.S. App. D.C. 365, 192 F. 2d 17, 22 (1951). 


C. There was no failure to consider any material 
fact nor departure from prior norms 


1. The alleged failure to consider material facts 
Despite petitioner's contrary assertion (Br., p. 28), the Board did 


consider and make findings on the contention that a substantial number of 
through passengers would be benefited by the merger; it evaluated the data 
and found contrary to petitioner's position (Tr. 4273). Similarly, the 
Board gave credence and recognition to the contentions (Br., p. 35) that 
benefits would flow from the operational integration inherent in the ac- 
quisition (Tr. 4280); it found that these benefits did not outweigh the 
detriments. 

On the question of the claimed superior fitness of North Central 
to enone the Lake Central route (Br., p. 28), the Board found, as 
previously pointed out (supra, p. 31), that Lake Central was making 
substantial progress in those areas most darectly affecting service; 
that its financial position could be expected to improve if freed from 
the hampering effect of the acquisition contract; and that other methods 
existed for still further strengthening of the carrier, all of which, 
in the long run, would improve operations over the local service system, 
The Board said, therefore, that there was "no need to discuss the rela- 
tive merits of the North Central or Lake Central managements,": and that 


even if the North Central management were superior, "as claimed by 


North Central, that additional factor would be insufficient to overcome 


the many factors dictating disapproval of the acquisition agreement® 
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23 
(Tr. 4281). As to these various matters, petitioner again is. mrely 


insisting that the Board recite evidentiary facts, which it is not re- 
quired to do. 


Although the Board did not specifically refer to the assertion 


that North Central would increase schedules over the combined systems 
by 8% (Brey pe 27), there was no necessity therefor in the context of 
this case. Nor is there any basis for a contention that the mtter was 
not considered. Petitioner's position was predicated upon the view that 
these schedules would be operated for the benefit of through traffic. 
The Board found that there was no such traffic to be benefited (Tr. | 
4273), and further that petitioner's efforts in this regard would be 

to the detriment of the local services, rather than to their improvement 


(Tr. 4278). Additionally, complete integration of the two systems could 


23/ Much of petitioner's argument in connection with its comparison 
of the management consists of an ad hominem attack upon Messrs, Hartman 
and Clifford, Lake Central's Executive Vice President-Treasurer and Vice 
President—Operations, who were connected with Lake Central and its affil- 
iates at the time its management was found wmfit in the Indiana-Ohio Local 
Service Case, supra, note 2. Both are also directors of Lake Central. 
Petitioner Fre the fact that in that very case the voting trust 
arrangement provided that both Hartman and Clifford should be officers 
of Lake Central, and that the Board approved the agreement, and found 
Lake Central fit, willing and able to provide air service on Route 88 
and to conform to the Act (16 C.A.B. at 889, 901); that it approved the 
transfer of the voting trust certificates to a group of employees headed 
by Hartman and Clifford as directors of Lake Central ‘Order Nos, E~905, 
£~9717); and that in a number of route cases during the pendency of this 
proceeding it specifically found Lake Central fit, willing and able. 
Chicago=Detroit Route 7 Local Service Case, Docket No. 611 (Order No. 
E572); Lima-Det 3 Detroit Service Case, Docket No. 7588 (Order No, E-10960); 
Erie-Detroit Local Service Case, Docket Noe 6927 (Order No. E~10625). 
Gf. Gerico Investment Co. ve Federal Communications Commission, _ U.S. 


Epp. DO. > F.2d __ (No. 1h,179, decided May 29, 1958 2 
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not, by petitioner's own admission, be accomplished without altera- 
tion of the route patterns of the two airlines which, in turn, was 
contingent upon obtaining from the Board exemptions in some cases and 
in other cases would actually require a route certificate proceeding 
(Tr. 901-902; Exh. NOR-156, Tr. 2893). The Board need only make 
such findings as disclose a rational basis for deciaton in the light 
of the record, and that was done here. Alabama G.8.R, Coe Ve United 
States, 340 U.S. 216, 228 (1951). 


2. The alleged unexplained departure from prior norms 
As previously pointed out, the Board mas generally adhered 


to the policy of confining a local carrier to single, reasonably 
compact homogenous marketing areas. (See cases cited, supra, Dp. 
17-18). ‘Tt bas refused to permit a local carrier to operate 
what would in effect be two separate feeder systems, Parks Investi- 
tion Case, 11 C.A.Be 779, 791 (1950). Asa corollary to this 
principle the. Board has stated that one of the principal factors to 
be considered in passing upon mergers is “whether [they ] will result 
in an integrated and coordinated system adapted to anormal flow 


of air traffic." Monarch-Challenger Merger Case, 11 C.A.B, 33, 35 


2h/ It also may be observed that the complete integration of 
operations on which these schedules were dependent (Tr. 2993-96) 
was to take place during the third and final phase of petitioner's 
plan for consolidating the two airlines, a phase which by its om 
estimate would not begin until about two years following approval 
of the merger (Tr. 3695). See, also, section hou(£) of the Civil 
Aeronautics Act, infra, pe 0. 
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25/ 
(19L9). It has stated its determination not "to permit local air 
carriers to metamorphose into trunk lines." Bonanza-TWA Route Author- 
ization Transfer, 10 C.A.B. 893, 897 (1919). Finally, in the South- 


west-West Coast Merger Case, supra, the Board reaffirmed that policy 
by finding inconsistent with the public interest a merger of two local 





service carriers upon finding that it would "result in tying together 
for service by one local carrier, trade areas which are not essentially 
related to each other," thereby defeating the policy of authorizing 


separate local carriers to serve separate areas in which their interests © 
26 
are settled. (1) C.A.B. at 357.) 


Even in acquisition or merger cases not involving local service 
carriers, the Board requires that the systems of the two carriers integrate: 
-¥ 


"The economic and operating characteristics of the air trans- 
portation industry make it clear that the constituent routes of 
an individual air carrier system should be so related as not 
only to facilitate an economically sound and efficient operation 
but also to satisfy the standards of the public convenience and 
necessity. To serve these purposes the carrier's routes should 
bear an integrated relation to its system as a whole and should ma 
be adapted to the normal flow of air traffic. If these conditions 
are not met, the attainment of an economically sound operation is 
likely to be difficult if not impracticable. Application of : 
these principles to the instant case demonstrates a lack of in- 
tegration which precludes approval of the acquisition as not 
creating a sound transportation system unless other considera- » 
tions of public interest require a contrary conclusion.* 
National-Caribbean-Atlantic Control Case, 6 C.A.B. 671, 676-7 


: » 
ce Petitioner is in error in stating that the Southwest-West 
Coast Merger Case was “based upon what was believed to be two more » 
beneticiat mergers." (Br., p. 1). ‘The Board specifically stated in 


its opinion that "we do not rest our decision upon this fact™ (1) C.A.B. 

at 358). It also errs in saying that the merger was disapproved be- 

cause the resultant savings would be only $950. The Board found that 

the merger would result in annual savings of $211,000, but concluded 

that even this considerable factor did not outweigh the importance to ni 
the public of maintaining its local service policy. 
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In answer to this petitioner points to a single case in which the 


Board allegedly approved a merger without reference to these considera- 
tions. Arizona-Monarch Merger Case, 11 C.A.B. 26 (1950). Even in that 
case, however, the opinion indicates that the routes involved would 
"present a reasonably integrated structure when combined." (11 C.A.B. 
at p. 2:7.) Moreover, the contention here made by petitioner was 
answered by the Board in the Southwest-West Coast Merger Case as follows: 
"although in the Arizona-Monarch Merger Case the Board 
approved the merger of two local-service carriers, which 
resulted in a system more extensive, geographically, than 
the system here proposed, there was in that case a particu- 
Larly compelling consideration for such action. At the 
time of the Board's decision, more than 21 months had 
elapsed since Arizona Airways, Inc., had been awarded its 
certificate and no service had yet been afforded under the 
certificate to the people in the Arizona area. The desire 
to activiate Arizona's routes was no small element in the 
approval of the merger. No similar circumstances attend 
this case." (1) C.A.B. at 358) | 
It is true, as petitioner says, that the Board ba held that mere 
size, without more, does not dictate disapproval of a proposed merger of 
two local air carriers. Monarch-Challenger Merger Case, Supra, 11 C.A.B. 
at 37. However, it does become a significant factor if the increase in 
size. resulting from a merger of such carriers will extend the surviving 
carrier beyond the bounds of its normal trade area. ‘It'was in this 
context that size was considered in the Southwest-West Coast Merger 
ase, supra. It was in this context that it was considered significant 
here. The Board stated it had no intention of delineating the optimum 


or maximum size for a local carrier (Tr. 276), but that it was determined 


to maintain its policy that "the objectives of providing short-haul 
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services geared to local needs * * * can best be carried out by local 


carriers concentrating their efforts on operations in reasonably compact 


and homogenous marketing areas" (Tr. 278). 


Thus, the criteria applied by the Board in this case were entirely 
consistent with those applied in other local service cases. To the 
extent that the Arizona-Monarch Case may be regarded as contrary, that 
case is not a norm, but a departure from the general rule based on 


exceptional circumstances of a character not here present. 


CONCLUSION 


The Board's order should be affirmed. 


Respectfully submitted, 


VICTOR R. HANSEN, 
JOHN H. WANNER, Assistant Attorney General, 
_ Associate General counsel, 
DANIEL M. FRIEDMAN, 
O. D. OZMENT, Attorney, 
Assistant General Counsel, Department of Justice. 
Litigation and Research, 
a7 FRANKLIN M. STONE, 
ROBERT L. TOOMEY, General Counsel, 
MONTS LAZARUS, Civil Aeronautics Board. 
ULRICH V. HOFFMANN, 
‘Attorneys, 
Civil Aeronautics Board. 


Dated: June 6, 1958 
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a APPENDIX A 

The pertinent provisions of the Civil Jnvoriittics Act of 1938, 52 
Stat. 973, as amended (49 U.S.C. 401 et seq.) are as Sorlowe: 
wy DECLARATION OF POLICY 


: Sec. 2 [49 U.S.C. 02] In the exercise and perforn- 

‘> ance of its powers and duties under this Act, the Authority 
[Board] shall consider the following, among other things, 
as being in the public interest, and in accordance with the 

public convenience and necessity-- 

(a) The encouragement and development of an air transporta- 

. tion system properly adapted to the present and. future needs 

a of the foreign and domestic commerce of the United States, of 
the Postal Service, and of the national defense; 

(b) The regulation of air transportation in such manner 
as to recognize and preserve the inherent advantages of, 
assure the highest degree of safety in, and foster sound 

| economic conditions in, such transportation, and to improve 

7 the relations between, and coordinate transportation by, 

air carriers; 

(c) The promotion of adequate, economical, and effi- 
cient service by air carriers at reasonable charges, without 
unjust discriminations, undue preferences or advantages, or 
unfair or destructive competitive practices; | 

(a4) Competition to the extent necessary to assure the 
+ sound development of an air-transportation system properly 
adapted to the needs of the foreign and domestic commerce 
of the United States, of the Postal Service, and of the 
national defense; 

“(e) The regulation of air commerce in such manner as to 





ze best promote its development and safety; and 
4. (f) The encouragement and development of civil aero- 
| nautics. ! 

% x * ¥ x 


CERTIFICATS OF PUBLIC CONVENIENCE AND NECESSITY 
Sec. hO1 [49 U.S.C. 481] : 
% * + % * 
Terms and Conditions of Certificate 


(f) Each certificate issued under this section shall 
specify the terminal points and intermediate points, if 
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any, between which the air carrier is authorized to engage 
in air transportation and the service to be rendered; and 
there shall be attached to the exercise of the privileges 
granted by the certificate, or amendment thereto, such 
reasonable terms, conditions, and limitations as the pub- 
lic interest may require. A certificate issued under this 
section to engage in foreign air transportation shall, 
insofar as the operation is to take place without the 
United States, designate the terminal and intermediate 
points only insofar as the Authority [Board] shall deem 
practicable, and otherwise shall designate only the general 
route or routes to be followed. Any air carrier holding 

a certificate for foreign air transportation shall be 
authorized to handle and transport mail of countries other 
than the United States. No term, condition, or limitation 
of a certificate shall restrict the right of an air carrier 
to add to or change schedules, equipment, accommodations, 
and facilities for performing the authorized transportation 
and service as the development of the business and the de- 
mands of the public shall require. No air carrier shall 
be deemed to have violated any term, condition, or limita- 
tion of its certificate by landing or taking off during 

an emergency at a point not named in its certificate or 


by operating in an emergency under regulations which may 
be prescribed by the Authority [Board], between terminal 
and intermediate points other than those specified in its 
certificate. Any air carrier may make charter trips or 
perform any other special service, without regard to the 
points named in its certificate, under regulations pre- 
scribed by the Authority [Board]. 


* * * 
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Transfer of Certificate 
(i) No certificate may be transferred unless such 
transfer is approved by the Authority [Board] as being 
consistent with the public interest. 


+ * *% * * 


CONSOLIDATION, MERGER, AND ACQUISITION OF CONTROL 


Acts Prohibited 


Sec. 08 [49 U.S.C. 488] (a) It shall be unlawful 
unless approved by order of the Authority [Board] as pro- 
vided in this section-- 

(1) For two or more air carriers, or for any air carrier 
and any other common carrier or any person engaged in any 
other phase of aeronautics, to consolidate or merge their 
properties, or any part thereof, into one person for the 
ownership, management, or operation of the properties there- 
tofore in separate ownerships; 

(2) For any air carrier, any person controlling an 
air carrier, any other common carrier, or any person en- 
gaged in any other phase of aeronautics, to purchase, lease 
or contract to operate the properties, or any substantial 
part thereof, of any air carrier; 

(3) For any air carrier or person controlling an air 
carrier to purchase, lease, or contract to operate the 
properties, or any substantial part thereof, of any person 
engaged in any phase of aeronautics otherwise than as an 
air carrier; 

(4) For any foreign air carrier or person controlling 
a foreign air carrier to acquire control, in any manner 
whatsoever, of any citizen of the United States engaged in 
any phase of aeronautics; 

(5) For any air carrier or person controlling an air 
carrier, any other common carrier, or any person engaged 
in any other phase of aeronautics, to acquire control of 
any air carrier in any mamer whatsoever; 

(6) For any air carrier or person controlling an air 
carrier to acquire control, in any manner whatsoever, of 
any person engaged in any phase of aeronautics otherwise 
than as an air carrier; or 

(7) For any person to continue to maintain any rela- 
tionship established in violation of any of the foregoing 
subdivisions of this subsection. 
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Power of Authority [Board] 


(b) Any person seeking approval of a consolidation, 
merger, purchase, lease, operating contract, or acquisi- 
tion of control, specified in subsection (a) of this sec- 
tion, shall present an application to the Authority [Board], 
and thereupon the Authority [Board] shall notify the per- 
sons involved in the consolidation, merger, purchase, lease, 
operating contract, or acquisition of control, and other 
persons known to have a substantial interest in the proceed- 
ing, of the time and place of a public hearing. Unless, 
after such hearing, the Authority [Board] finds that the 
consolidation, merger, purchase, lease, operating contract, 
or acquisition of control will not be consistent with the 
public interest or that the conditions of this section will 
not be fulfilled, it shall by order, approve such consoli- 
dation, merger, purchase, lease, operating contract, or 
acquisition of control, upon such terms and conditions as 
it shall find to be just and reasonable and with such modi- 
fications as it may prescribe: Provided, That the Authority 
[Board] shall not approve any consolidation, merger, pur- 
chase, lease, operating contract, or acquisition of control 
which would result in creating a monopoly or monopolies and 
thereby restrain competition or jeopardize another air 
carrier not a party to the consolidation, merger, purchase, 
lease, operating contract, or acquisition of control: 
Provided further, That if the applicant is a carrier other 
than an air carrier, or a person controlled by a carrier 
other than an air carrier or affiliated therewith within 
the meaning of section 5(8) of the Interstate Commerce Act, 
as amended, such applicant shall for the purposes of this 
section be considered an air carrier and the Authority 
[Board] shall not enter such an order of approval unless 
it finds that the transaction proposed will premete the 
public interest by enabling such carrier other than an air 
carrier to use aircraft to public advantage in its opera- 
tion and will not restrain competition. 


* * % % % 
JUDICIAL REVIEW OF AUTHORITY'S ORDERS 


Orders of Authority Subject to Review 


Sec. 1006 [49 U.S.C. 646] (a) Any order, affirmative 
or negative, issued by the Authority [Board] under this Act, 
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except any order in respect of any foreign air carrier 
subject tq +he approval of the President as provided in 
section 801 of this Act, shall be subject to review by 
the courts of appeals of the United States or the United 
States Court of Appeals for the District of Columbia upon 
petition, filed within sixty days after the entry of such 
order, by any person disclosing a substantial interest in 
such order. After the expiration of said sixty days a 


petition may be filed only by leave of court upon a showing 
of reasonable grounds for failure to file the petition 


theretofore, 


% % % % Es 
Findings of Fact by Authority Conclusive 

(e) The findings of facts by the Authority [Board] if 
supported by substantial evidence, shall be conclusive. 
No objection to an order of the Authority [Board] shall 
be considered by the court unless sach objection shall 
have been urged before the Authority [Board], or, if it 
was not so urged, unless there were reasonable grounds 
for failure to do so. 


* * % * * 
The pertinent provisions of the Administrative Procedure Act 
60 Stat. 237 [5 U.S.C..1001 et seg.] are as follows: 
DECISIONS 


Sec. 8 [5 U.S.C. 1007] In cases in which a hearing is 
required to be conducted in conformity with section 7-- 


* *% * * % 


(b) Submittals and decisions.--Prior to each recommended, 
initial, or tentative decision, or decision upon agency re- 
view of the decision of subordinate officers the parties 
shall be afforded a reasonable opportunity to submit for the 
consideration of the officers participating in such deci- 
sions (1) the proposed findings and conclusions, or (2) 
exceptions to the decisions or recommended decisions of 
subordinate officers or to tentative agency decisions, and 
(3) supporting reasons for such exceptions or proposed 
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findings or conclusions. The record shall show the ruling 
upon each such finding, conclusion, or exception presented. 
All decisions (including initial, recommended, or tenta- 
tive decisions) shall become a part of the record and include 
a statement of (1) findings and conclusions, as well as the 
reasons or basis therefor, upon all the material issues of 
fact, law, or discretion presented on the record; and (2) the 
appropriate rule, order, sanction, relief, or denial thereof. 


* * rt % 
JUDICIAL REVIEW 
Sec. 10 [5 U.S.C. 1009] Except so far as (1) statutes 
preclude judicial review or (2) agency action is by law 
committed to agency discretion-- 


*% * * & *% 


(c) Reviewable acts.—Every agency action made reviewable 
by statute and every final agency action for which there is no 
other adequate remedy in any court shall be subject to judi- 
cial review. Any preliminary, procedural, or intermediate 


agency action or ruling not directly reviewable shall be sub- 
ject to review upon the review of the final agency action. 
Except as otherwise expressly required by statute, agency 
action otherwise final shall be final for the purposes of 
this subsection whether or not there has been presented or 
determined any application for a declaratory order, for any 
form of reconsideration, or (unless the agency otherwise re- 
quires by rule and provides that the action meanwhile shall 
be inoperative) for an appeal to superior agency authority. 


* * % * % 
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For the 
District of Columbia Circuit 


f 
No. 142048 APK 14 1¥98 





Crvi. es Boarp, 
Respondexé, 
Lake CrentTrRaL AIRLINES EMPLOYEE STOCKHOLDER GROUP 
and Lasse Centrau Arruines, INc., 
Intervenors. 


On Petition For Judicial Review Of Orders Of The 
Civil Aeronautics Board 


A. L. WHEELER 
1200 Sheraton Building 
Washington 5, D. C. 
Attorney for Petitioner 
April 11, 1958. 








STATEMENT OF QUESTIONS PRESENTED 


1. Whether the Board’s findings disclose a rational 
basis for its disapproval of the acquisition; 

2. Whether the Board’s disapproval constituted an 
unexplained and unlawful departure from any prior es- 
tablished norms relating to acquisition; 

3. Whether the Board’s ultimate factual findings are 
supported by adequate and sufficient subsidiary findings; 

4. Whether the subsidiary findings which were made 
are inadequate because of vagueness or contradiction ; 
and 

5. Whether the Board’s findings are supported by sub. 
stantial evidence. 


See Appendix C for agreed statement of issues. 
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In Tue 


United States Court of Appeals 


FOR THE DISTRICT OF COLUMBIA CIRCUIT 


Case No. 14,261 


Norra Centrat Arruress, Inc., 
Petitioner, 
Vv. 


Crviz Arronautics Boarp, 
Respondent, 


Lake CENTRAL AIRLINES EMPLOYEE STOCKHOLDER Grove 
and Lake CentTRAL AIRLINES, INC., 
[nd 


On Petition For Judicial Review Of Orders Of The 
Civil Aeronautics Board 


Brief For Petitioner 


JURISDICTIONAL STATEMENT 


The jurisdiction of this Court is invoked under Section 
1006 of the Civil Aeronautics Act, 52 Stat. 1024, 49 
U.S.C.A. 646, and Section 10 of the Administrative Pro- 
cedure Act, 60 Stat. 243, 5 U.S.C.A. 1009. The respondent, 
Civil Aeronautics Board, denied approval of petitioner’s 
acquisition of approximately 96% of the stock of Lake 
Central Airlines and entered a final order (Order No. E- 
11548 of July 9, 1957). The respondent further denied 
North Central’s petition for reconsideration (Order No. 
E-15.932 of November 1, 1957). From these two final 
orders this appeal is taken. | 





2 
STATUTES INVOLVED 


The Statutes involved are the Civil Aeronautics Act 
of 1930 as amended, 52 Stat. 973 et seq., 49 U.S.C. 401 
et seq. and the Administrative Procedure Act of 1946, 5 
U.S.C. 1001, et seq., the pertinent provisions of which 
are set forth in Appendix A, infra. 


Statement of the Case 


North Central Airlines, Inc., a Wisconsin corporation, 
is engaged in the business of scheduled interstate air 
transportation of persons, property and mail. North 
Central is a citizen of the United States within the mean- 
ing of Section 1(13) of the Civil Aeronautics Act of 1938 
as amended, 52 Stat 973, 49 U.S.C. 401. It is a local 
service type air carrier whose principal routes radiate 
out of Minneapolis/St. Paul, Minnesota, Detroit, Michi- 
gan and Chicago, Illinois. Lake Central Airlines, Inc., a 
Delaware corporation, is engaged in local scheduled inter- 
state air transportation. It is a citizen of the United 
States within the meaning of Section 1(13) of the Civil 
Aeronautics Act. Its principal routes radiate out of Indi- 
anapolis, Indiana, Chicago, Illinois and Detroit, Michigan. 

This case had its genesis in a routine mail rate audit 
of Lake Central Airlines, Inc. (hereinafter referred to as 
Lake Central) conducted by the Civil Aeronautics Board. 
This preliminary audit disclosed substantial evidence that 
the management of Lake Central Airlines, John P. 
Weesner and Lloyd Hartman, et al, were dishonest. Re- 
opened Indiana-Ohio Local Service Case Examiner’s Re- 
port, July 28, 1952, p. 2. Based on this preliminary audit, 
the Board reopened the Indiana-Ohio Case, 16 C.A.B. 880 
and the Michigan, Wisconsm Local Service Case, 16 
C.A.B. 453, to determine whether the evidence discovered 
was sufficient to sustain a finding of dishonesty on the 
part of Lake Central’s management and the aforemen- 
tioned individuals. At the hearing in the Reopened Cases, 
each of the above individuals were given an opportunity 
to be heard with respect to the misfeasance of manage- 
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ment. The Trial Examiner, Vernon Radcliffe, heard the 
evidence presented by the C.A.B. staff and the rebuttal 
presented by John Weesner, Lloyd Hartman, et al. In 
his Initial Decision, Docket #4034, pages 20 and 43, the 
Trial Examiner found Lloyd Hartman had committed 
wilful, serious violations of the Civil Aeronautics Act. 
He further found that John Weesner was unfit to con- 
tinue in Lake Central and must divest himself of man- 
agement and control of his stock. John Weesner, with the 
help of Lloyd Hartman attempted to sell the Weesners’ 
stock in Lake Central in order to salvage their invest- 
ment in Lake Central (See Hartman v. North Central 
Airlines, Inc., 241 F.2d 859). As late as two days before 
oral argument in the Reopened Indiana-Ohio Local Serv- 
ice Case, supra, to wit, September 15th, 1952, the Wees- 
ners had not sold their stock (Tr. 682). On September 
15th, North Central offered to purchase the stock from 
the Weesners and a contract was signed with North Cen- 
tral on September 17, 1952, for the sale of approximately 
96% of the Lake Centnal stock owned by the Weesners 
and their controlled corporations. 

On October 17, 1952, the Board upheld their Trial Ex- 
aminer and found that the Weesners were unfit and must 
divest themselves of their stock in Lake Central. Re- 
opened Indiana-Ohio Local Service Case, 16 C.A.B. 
880, 944. The Board stated in its opinion that it could 
not renew Lake Central’s certificate because the owners 
were unfit. However, on the basis of North Central’s 
contract and its fitness, the Board continued Lake Cen- 
tral’s certificate for a thirty day period. It gave the 
Weesners these thirty days to present a plan for divest- 
ment of their stock, pending decision in the North Central 
Acquisition Case, Docket #5770. 

Within this thirty day period, the Weesners propored 
a voting trust whereby the Weesners would withdraw 
from management and operation. This voting trust was 
accepted by the C.A.B.1 Lake Central’s certificate was 





1The original purpose of this trust was radically changed by 
Hartman and Clifford, et al when by their own admission it was 
used to facilitate financing of Lake Central (See NOR-201, p. 4). 
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renewed for a further temporary period to December 31, 
1954. Reopened Indiana-Ohio Case, supra, 886. 

The ink was hardly dry on North Central’s contract 
and the approval of the voting trust proposal when the 
Weesners attempted to resell their stock in Lake Central, 
now in the form of voting trust certificates, even though 
the Weesners had previously agreed to sell the same stock 
to North Central. The Weesners also attempted to sell 
their voting trust certificates to Ozark Airlines, Roscoe 
Turner and others. Hartman v. North Central Airlines, 
supra. Finally, the Weesners did sell their stock to 
Messrs. Lloyd Hartman and Robert Clifford on June 25, 
1954 at approximately the same price that North Central 
had paid for the stock. 

So far as Hartman and Clifford were concerned, it was 
a remarkable deal. It was a “Heads I win, tails you lose” 
matter. If the value of the stock were to depreciate, 
Hartman and Clifford would not oppose the acquisition 
by North Central and permit North Central to bear the 
loss. If the value of the stock appreciated, Hartman and 
Clifford would oppose the acquisition and, if successful, 
“steal” the benefits of the North Central contract. At 
the worst, they would receive from North Central the 
approximate price which they paid the Weesners. (NOR- 
201 p. 4 and NOR-15 and NOR-172). 

After Hartman and Clifford had acquired the trust 
certificates subject to any rights of North Central, they 
proceeded to sell part of the certificates to some of the 
other employees of Lake Central Airlines, thereby label- 
ing their group for conspicuous consumption purposes, the 
“Lake Central Airlines Employees Stockholder Group.” 
(NOR-201). 

This maneuvering on the part of Hartman and Clifford 
required time. By 1954, two years after the North Central 
contract, it appeared that the value of the stock con- 
cerned had substantially appreciated (LCES No. 514, p. 
1). Having watched the cat jump, Hartman and Clifford 
then embarked on a course of action to oust North Central 
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from the benefits of its contract and to secure illicitly the 
benefits for themselves. Their plan entailed two courses 
of action. Success in either course would bring the re- 
wards of the North Central contract. First, Hartman and 
Clifford decided to attempt to breach their contract with 
North Central, by having this contract declared null and 
void. This would leave Hartman and Clifford, et al. the 
holders of the voting trust certificates with clear title. 
Second, Hartman and Clifford would oppose the approval 
of the contract before the C.A.B. and, if successful, have 
the contract disapproved by the C.A.B. This policy would 
leave Hartman and Clifford e¢ al. with clear title. : 

Pursuant to this clandestine and diabolical scheme, 
Hartman and Clifford attempted to break North Central’s 
contract and filed a cause in the District Court for the 
Southern District of Indiana requesting that the North 
Central contract be declared null and void. The case was 
finally decided in the United States Court of Appeals for 
the Seventh Circuit in which the Court refused to permit 
Hartman and Clifford to breach their contract. Hartman 
vs. North Central Airlines, supra. ! 

Meanwhile, Hartman and Clifford, e¢ al. diligently pur- 
sued their alternate scheme of action, to wit, oppose 
approval of North Central’s contract of acquisition by the 
C.A.B. Their resourcefulness in this respect was mani- 
fest by refusing to submit information ordered by the Ex- 
aminer until subpoenaed and refusing to permit the offi- 
cers of North Central to survey and analyze Lake Cen- 
tral’s operation so as to be able to present to the Board 
a detailed and comprehensive plan of acquisition. (NOH 
18 and NOR-188). 

Not only Hartman and Clifford, et al. oppose the ap- 
proval verbally but in their diligence, they attempted to 
opportune cities and others to do likewise. All the ex- 
penses connected therewith were charged to Lake Central 
Airlines until it was discovered at the hearing (Tr. 1978). 
At that time, Hartman and Clifford attempted to legalize 
their misconduct by setting up a fund to bear the cost 
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of the opposition.? Despite the actions of Hartman and 
Clifford, e¢ al. and those they opportuned, the Trial Ex- 
aminer found that the acquisition of Lake Central by 
North Central was eminently in the public interest. These 
findings were based primarily on the fact that more and 
superior service to the combined areas would be rendered 
by North Central at a subsidy savings of at least $400,- 
000. annually. Moreover, this Examiner, like Examiner 
Vernon Radcliffe in the Reopened Indiana-Ohio Local 
Service Case, supra, found that Hartman et al. had oper- 
ated Lake Central for their own private interest rather 
than in the public interest. 

Despite this clear and decisive opinion of the Trial 
Examiner, the Board surprisingly reversed the Trial Ex- 
aminer and disapproved the acquisition. The Board did 
not deny the findings of the Examiner that Hartman and 
Clifford were operating the airline for their own personal 
interest rather than the public interest. The Board did 
not detail why their own Bureau of Air Operations and 
the Trial Examiner were inaccurate in their estimates of 
subsidy savings of $400,000 annually if the acquisition 
were approved. On the contrary, the Board assumed 
such savings were to be made. The Board did not deny 
the Examiner’s finding that service would be substantially 
increased and improved by the acquisition. The Board’s 
decision which adopted Hartman and Clifford’s conten- 
tions almost zm toto was primarily based on two intangible 
imprecisioned and amorphous findings, to wit: the areas 
did not integrate and the acquisition would make North 
Central a “sprawling local service carrier of unprece- 
dented size.” In the Board’s opinion, these elusive find- 
ings more than offset the certain and specific findings of 
the Trial Examiner showing an increase and improved 


2 A similar belated action was taken by the Weesners when their 
dishonesty was discovered by the C.A.B. See Examiner’s Report in 
Indiana-Ohio Case, pages 16, 20, 43, C.A.B. Docket #4034, dated 
July 28, 1952. 


3See page 61 of Examiner Peiffer’s Initial Decision, Docket 
#5770, for specificity. See Examiner Radcliffe’s Report Reopened 
Indiana-Ohio Case, pages 20 and 48. 
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service on Lake Central’s system and between Lake Cen- 
tral and North Central’s system, and a savings estimated 
by the Board’s own staff and Trial Examiner of $400,000. 
annually. 

North Central believes this remarkable decision was not 
achieved without substantial errors of law and fact. The 
Board disregarded the substantial evidence on the whole 
record when it found that the areas served by North 
Central and Lake Central do not and will not integrate; 
that North Central and Lake Central were certificated 
to serve separate and distinct areas; that the strengthen- 
ing of Lake Central can better be accomplished by route 
extensions than by acquisition; that by the acquisition 
North Central will take on the characteristics of a trunk- 
line; that Lake Central has already shown marked im- 
provement of its economic condition; and that the hos- 
tility of certain LCA employees w ould cause confusion. 
The Board departed from prior established norms with 
respect to approving local service airlines’ acquisitions 
without giving sufficient justification. It reached con- 
clusions based on irrelevant and immaterial findings. It 
failed to make findings on material facts which were re- 
quested specifically by petitioner. All of the aforemen- 
tioned matters were presented to the Board either directly 
before decision or on a petition for reconsideration after 
the decision. The Board by its orders H-11548 and E- 
11932 disapproved the acquisition and reaffirmed this 
disapproval by denying North Central’s petition for re- 
consideration. 

Subsequently, North Central filed a timely petition to 
_ this Honorable Court for judicial review of the afore- 
mentioned Board orders. In support of this petitiqn, 
North Central now submits this brief. 


STATEMENT OF POINTS 


The Civil Aeronauties Board erred as follows: 


1. In basing its conclusion that the proposed acquisi- 
tion would be inconsistent with the public interest, at least 
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in part, on ultimate findings of fact which do not support 
that conclusion. 

2. In basing its ultimate findings of fact on basic 
findings of fact which do not support them. 

3. In making vague and contradictory findings, and in 
failing to make any findings at all, which would be of 
such degree of sufficiency to allow this Court to properly 
perform the task of judicial review. 

4. In failing to make sufficient findings of fact, when 
it departed from prior reported norms respecting the 
approval of acquisitions, without setting forth its reasons 
for such departure. 

5. In making findings which are contrary to the sub- 
stantial evidence on the whole record. 


SUMMARY OF ARGUMENT 


1. It is manifest that the ultimate findings of an ad- 
ministrative agency must support its conclusion. The 
conclusion must flow rationally from these ultimate find- 
ings of fact. In this case, the respondent C.A.B. has at 
least in part based its conclusion that the proposed ac- 
quisition would be inconsistent with the public interest 
on the following ultimate findings of fact: 


(1) That the acquisition would create a “sprawling” 
local service carrier of “unprecedented size ;” 

(2) That Lake Central Airlines has made some recent 
improvement in its economic condition; 

(3) That at the present time, there is little traffic 
between the North Central and Lake Central systems; 

(4) That North Central and Lake Central were cer- 
tificated to serve separate and distinct areas; 

(5) That the strengthening of Lake Central can better 
be accomplished through route extensions than through 
the proposed acquisition. 

None of these findings lead rationally to the conclusion 
that the acquisition will be inconsistent with the public 
interest. 
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2. To proceed further in building its pyramid to ‘an 
apex of a rational conclusion, it is also manifest that 
the ultimate findings of fact made by the C.A.B. must 
be supported by basic findings of fact. The Board based 
the following ultimate findings of fact upon basic findings 
of fact which do not support these ultimate findings: | 

(a) The basic finding that there is virtually no traffic 
flowing on local service airlines north and south of a line 
between Chicago and Detroit does not support the ulti- 
mate finding that there is no integration between two 
areas. 

(b) The basic finding that Lake Central Airlines has 
its greatest load factor on segments served by trunk 
lines does not support the ultimate finding that Lake 
Central can make substantial progress toward self suffi- 
ciency within a reasonable time. 

(c) The basic finding that there are “hostile relations 
between some of the parties concerned” toward North 
Central and its acquisition of Lake Central does not sup- 
port the ultimate finding that the rendition of reliable 
and adequate service will be jeopardized for an inde- 
terminate period, if the acquisition is approved. 

3. An administrative agency must make sufficient find- 
ings of fact to allow this Court to properly perform the 
task of judicial review. Findings which are so vague 
as to be indiscernible do not fulfill this requirement of 
sufficiency. In this case, the C.A.B. was guilty of vague- 
ness when it used the term “sprawling local service sys- 
tem” to describe the end result of the proposed acquisi- 
tion. What is meant by this concept of “sprawling”? 
How can one distinguish between a “sprawling system” 
and one which is not? Does it mean the combined systems 
would cover too wide an area? Does it mean that the 
combined systems would be disjointed? Surely, such an 
amorphous concept devoid of specific standards when used 
in such a prejudicial context should at least be clarified 
so as to withstand analysis. 

The C.A.B. again delves into the realm of the tinsel 
and intangible when it finds that Lake Central can make 
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substantial progress toward self sufficiency within a rea- 
sonable time. Just what is substantial progress; and how 
long is a reasonable time in relation to the public in- 
terest? Such standards are so broad, indefinite and flex- 
ible so as to defy analysis. Petitioner contends that the 
economic progress of Lake Central is irrelevant is de- 
termining whether the acquisition is inconsistent with the 
public interest. But even if it were relevant, these ab- 
stract concepts of “substantial progress” and “reasonable 
time” are so vague a standard as to be valueless to the 
Court in this appeal. 

Moreover, the findings of the C.A.B. are insufficient 
if they fail to consider material facts placed in issue by 
one of the parties. In the administrative proceeding 
below, North Central placed in issue the following ma- 
terial facts which were not considered by the Board in its 
findings: (1) That the proposed acquisition would furnish 
the Lake Central cities with 44% more service; (2) That 
12,848 more inter area pasesengers per annum would be 
convenienced by the acquisition; (3) That North Central’s 
superior economic fitness affects the provision of service 
to Lake Central cities; (4) That the employees of Lake 
Central found to be hostile to North Central had no power 
to or would otherwise create uncertainty and confusion 
if the acquisition was approved; and (5) That the North 
Central-Lake Central systems would not integrate from 
an operational standpoint. 

The Board’s findings were also contradictory and, there- 
fore, insufficient. In its opinion, the Board made contra- 
dictory findings with respect to (1) traffic integration, 
and (2) area integration. 

The C.A.B. is required to support its decisions with 
reasoned opinions. Its opinions, therefore, set up norms. 
Petitioner does not contend that blind adherence to these 
norms is required but the Board’s findings are insufficient 
when it departs from these norms without giving good 
reasons for such departure. The Board has established 
certain norms with regard to the requirement of integra- 
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tion in local service acquisition cases. It had made eco- 
nomic integration the important element in determining 
whether an acquisition would be contrary to the public 
interest. It had held that the routes of the merging air- 
lines need not be complementary. Yet in this case, the 
Board did a complete “flip-flop”, based its decision largely 
on route integration, and ignored the economies involved. 
The Board had also previously established that size of 
the combined system does not per se endanger operation. 
Yet in this case it based a large portion of its opinion 
merely on the fact that the combined systems would be 
of “unprecedented size”. Such reversals of reasoning de- 
mand justification. Without express justification the 
Board’s findings are insufficient. 

4. This Honorable Court is required by the Admins. 
trative Procedure Act, Section 10(e), 60 Stat. 243, : 
USC 1009, to set aside any agency action, finding, i 
conclusions which are not supported by the substantial 
evidence on the whole record. In a sense, the Adminis- 
trative Procedure Act requires the Court to reweigh the 
evidence by this provision. In examining the record the 
Court should give reasonable probative force to the find- 
ings of the hearing examiner. When the record in this 
case is considered as a whole, it is obvious that the fol- 
lowing findings of fact by the Board were not ses | 
by substantial evidence: 


(1) That the North Central-Lake Central areas do not 
and will not integrate; 

(2) That the Lake Central and North Central were 
certificated to serve separate and distinct areas; 

(3) That the strengthening of the Lake Central 
through route extensions rather than by acquisition is 
the better method; 

(4) That the acquisition will not provide substantial 
benefits to a large volume of inter-area travelers; 

(5) That by acquisition, North Central will take on 
the characteristics of a trunkline; 





(6) That Lake Central has already shown marked im- 
provement in its economic condition; and 

(7) That the hostility of some of the parties concerned 
would greatly magnify uncertainty and confusion in- 
volved in the acquisition. 

An examination of the record plainly shows the con- 
trary with respect to the above findings and the evidence 
is clearly and overwhelmingly in favor of approval of 
the acquisition. 

5. It must be remembered that the determination of 
whether an acquisition is or is not inconsistent with the 
public interest, is a balancing process. The points in 
favor of approval of the acquisition are weighed against 
those adverse to approval. The conclusion is determined 
on the swing of the balance. Under the Civil Aeronautics 
Act the C.A.B. must approve the acquisition unless it is 
found to be inconsistent with the public interest. There- 
fore, the balance at the outset is in favor of petitioner, 
North Central. Since inconsistency must be found, there 


is an inference of consistency with the public interest. A 
reversal of any or a combination of the points upon which 
the C.A.B. has based its decision may tilt the delicate 
balance in favor of the petitioner and the case must be 
remanded for a reassessment. 


ARGUMENT 


A. The Ultimate Findings Of Fact, Upon Which The 
C.A.B., At Least In Part, Based Its Conclusion That the 
Proposed Acquisition Is Inconsistent With The Public 
Interest, Do Not Support That Conclusion. 


It is not the task of the Appellate Court in cases such 
as this to make findings of fact in support of the conclu- 
sion drawn by an administrative agency. The agency in 
this case, the C.A.B., is a fact finding body. The Board 
must make and spell out findings which support its con- 
clusions. Florida v. U.S. 282, US 194, 51 S.Ct. 119, 75 
L.E:d.291(1931); Cwil Aeronautics Act of 1938. Section 
1005(f), 52 Stat. 1023, 49 USC 645. Mere conclusionary 
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findings without supporting or intermediate findings are 
insufficient. American Airlines, Inc. v. C.A.B., 98 U.S.App. 
D.C.348,235 F(2d) 845 (1956). The Board’s conclusion 
must have a rational basis. The Board must build a ra- 
tional pyramid of findings with its conclusion at the apex. 
Securities & Exchange Comm. v. Chenery Corp., 318 U.S. 
86,63 S.Ct.454, 87 L.Ed626(1943): Cantlay and Tanzola, 
Ine. v. U.S., 115 Fed.Supp.72 (1953) ; Illinois Railroad Co. 
v. U.S., 101 Fed.Supp.317(1951); Amarillo-Borger Ex- 
Press, Tne. v. U.S., 188 Fed.Supp.411 (1956) ; County 
Board of Arlington County, Va. v. U.S., 101 Fed.Supp. 
328 (1951). Here the Board has made a number of ulti- 
mate findings of fact upon which it has, at least in part, 
based its conclusion that the proposed acquisition is in- 
consistent with the public interest. These ultimate findings 
do not support that conclusion. They are weak links jin 
the chain of rationality. That is to say, even if arguendo 
we admit the truth of these ultimate findings of fact, they 
do not support the conclusion that the acquisition is in- 
consistent with the public interest. 


1. The Ultimate Finding That The Proposed iesettstttis 
Would Create A Local Service Airline Of Unprecedented 
Size Does Not Support The Conclusion That The Acgane 
tion Is Inconsistent With The Public Interest. 


On page 5 of its opinion E-11548, in Docket No. 5770 
the Board makes the ultimate finding that the proposed 
acquisition would create a “local service system of un- 
precedented size,” that it would create a local service 
earrier of close to 5,000 miles, would comprise more route 
mileage than the largest local service carrier, and would 
be certificated to serve more cities than are presently 
served by some of the largest trunklines. These findings 
do not per se support the conclusion that the acquisition 
would be inconsistent with the public interest. It does 
not mean that the public would not be adequately served 
or benefitted by the combining of the two airlines. Route 
mileage does not necessarily show that an airline systein 
is spread over a large territory. It can be used equally 
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as well for the purpose of showing that a local service 
airline intensely serves its area. It is the duty of a local 
service airline to intensely serve as many cities within 
its area as possible. The fact that North Central serves 
a great number of cities within its area is meritorious, 
not detrimental. Certainly the fact that North Central 
would attempt to increase the number of route miles in 
the North Central-Lake Central area and thereby increase 
the service within that area, should not militate against it. 

Petitioner, North Central, is certificated as a local 
service carrier. It must under the close scrutiny of the 
C.A.B. provide local service. This is true no matter 
whether it is the largest or the smallest certificated local 
service carrier. The mere fact that its size is unprece- 
dented cannot make a particle of difference as long as it 
provides adequate local service. To say that the com- 
bined systems will not in the future carry out the pur- 
pose for which it will be certificated would be pure con- 
jecture. That Congress favored mergers is obvious from 
the fact that they included Section 408(b) in the Civil 
Aeronautics Act. Can we say that merely because the 
acquisition will create a local service system of unprece- 
dented size, or one which is larger than the existing sys- 
tems, the congressional intent should be abrogated? Peti- 
tioner thinks not. Congress did not intend that only 
small airlines be allowed to merge. Someone must be the 
largest. 


2. The Ultimate Finding That Lake Central Airlines Has 
Improved Its Economic Condition Will Not Support The 
Conclusion That The Proposed Acquisition Is Inconsistent 
With The Public Interest. 


On page 9 of its opinion of July 9, 1957, in the instant 
ease the Board made the ultimate finding of fact that 
Lake Central has already made substantial improvement 
in its economic condition. By Section 408(b) of the Civil 
Aeronautics Act of 1938, 52 Stat. 1001, 49 U.S.C.488, the 
Board is required to approve an acquisition unless it 
finds that it “will not be consistent with the public inter- 
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est.” It is not necessary that the Board find that ‘the 
acquisition is consistent with the public interest In ‘the 
light of this section, whether Lake Central is in sound 
economic condition now, or will be in the future, is' of 
no consequence in determining inconsistency with the 
public interest. The important questions are whether the 
acquiring airline, petitioner, is in sound economic condi- 
tion, and whether the economic condition of the combined 
systems will be sound. The mere fact that Lake Central 
is or will be sound economically has no bearing on whether 
the acquisition by North Central will be imconsistent with 
the public interest, if these questions can be absolved in 
the affirmative. There is no mandate to preserve all car- 
riers certificated as independent carriers. Otherwise, there 
would be no mergers, contrary to Section 408(b) which 
presumes that acquisitions are in the public interest and 
provides a method by which they may be approved. | 


3. The Ultimate Finding That There Is Little Traffic 
On Local Service Airlines Between The North Central and 
Lake Central Areas Does Not Support The Conclusion That 
The Proposed Acquisition Is Inconsistent With The Public 
Interest. 


On Page 4 of its opinion H-11548, in the instant cage, 
the Board made the ultimate finding that at present there 
is little traffic on local service airlines between the North 
Central and Lake Central areas. This finding is not a 
supporting factor in the determination of whether the 
acquisition is inconsistent with the public interest. The 
finding does not answer the contention of North Central - 
that its proposed new and integrated schedules (NOR- 
189) and its improvements in over-all service over Lake 
Central’s system will increase traffic between the systems.‘ 
But, assuming that traffic will not be increased substan- 
tially, if only a single passenger per month is benefitted 
by improved schedules between the two ‘systems the ac- 


4North Central proposes to add 24 new schedules and 24 inte- 
grated schedules over the combined systems if the sei coaanes is 
approved (NOR-189). 
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quisition is not inconsistent with the public interest. If 
North Central, after acquiring the Lake Central system, 
can adequately serve both systems on a local service basis, 
the acquisition will be consistent with the public interest 
even though a dearth of traffic between the two systems 
continues. It must be borne in mind at all times that the 
Board need not find that the acquisition will be consistent 
with the public interest. It need only find that there is 
no inconsistency with the public interest. 


4. The Ultimate Finding That North Central Was Cer- 
tificated To Serve Separate And Distinct Areas Does Not 
Support The Conclusion That The Proposed Acquisition Is 
Inconsistent With The Public Interest. 


On page 2 of its opinion, E-11548, in the instant case 
the C.A.B. made the ultimate finding that North Central 
and Lake Central were certificated to serve separate and 
distinct trade areas. Petitioner denies the accuracy of 
this finding but even if arguendo we admit this finding, 
it will not support the conclusion that the acquisition is 
inconsistent with the public interest. This conclusion does 
not logically follow from the fact that the two areas are 
separate and distinct trade areas. If North Central can 
still serve the two areas adequately on a local service 
basis, the acquisition would not be inconsistent with the 
public interest. 


5. The Ultimate Finding That The Strengthening of 
Lake Central Can Better Be Accomplished Through Route 
Extensions Than Through The Proposed Acquisition Does 
Not Support The Conclusion That the Proposed Acquisi- 
tion Is Inconsistent With The Public Interest. 


On page 8 of its opinion E-11548 in the instant case the 
Board found that Lake Central can better be strengthened 
through route extensions under section 401 of the Civil 
Aeronautics Act than through the proposed acquisition 
under section 408 of the Civil Aeronautics Act. There is 
nothing in the Civil Aeronautics Act or its legislative 
history which would indicate that section 401 procedure 
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should be preferred over section 408 procedure. The two 
sections are entirely separate and distinct and each should 
be construed on its own merits with regard to tthe pat 
ticular case before the Board. 

Secondly, the Board is not required to find the best 
method for strengthening an individual air carrier. The 
Board under Section 408 must consider the specific issue 
raised, to wit: Is the proposed acquisition of Lake Cen- 
tral Airlines by North Central inconsistent with the pub- 
lic interest? A general recital that Lake Central Airlines 
may be strengthened by route awards is immaterial in 
an acquisition case.> The abstract comparative desirabil- 
ities of the methods used to strengthen the particular 
air carrier is immaterial if the acquisition is not a 
sistent with the public interest. 

It is petitioner’s contention that each and all of | fh 
above ultimate findings of the Board, not only do ‘not 
support the conclusion while standing alone, but neither 
do they gain relevancy when grouped together. They are 
individually and collectively irrelevant to the issue of this 
case, to wit, whether the acquisition is inconsistent with 
the public interest. | 


B. A number Of The Ultimate Findings Of Fact Of Ii 
C.A.B. Are Not Supported By The Basic Findings Of oe 
Made By the Board. 


Not only must the ultimate findings of fact rapport te 
conclusion of the C.A.B., but also, in keeping with ‘the 
theory of rationality of decisions, the ultimate findings 
must be supported by basic or subsidiary findings of fact. 
Florida v. U.S., supra; United States v. Baltimore and 


5It is impossible to determine if Lake Central Airlines would 
be strengthened or weakened by a general reference to nebulous 
route cases not yet heard. Moreover, if the routes had been iden- 
tified more specifically, the Board would have apparently inad- 
vertently prejudged a route case. Petitioner does not believe 
Board has prejudged route cases for Lake Central Airlines jbut 
it has erroneously assigned a reason to support its conclaugion 
that the acquisition is not in the public interest. 
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Ohio Railway Co. et al., 293 U.S. 454,55 S.Ct.268,79 L.Ed. 
582(1935) ; Capital Transit Co. v. Public Utilities Commis- 
sion of the District of Columbia, 93 U.S.App.D.C. 194, 213 
F.2d 176 (1953); Motor Freight Express v. U.S. 119 Fed. 
Supp. 298 (1954). In Capital Transit Co. v. Public Uitil- 
ities Commission the Court said: 


“The decisions require a Commission is a quasi- 
judicial proceeding to make basic findings supported 
by evidence and ultimate findings which flow ration- 
ally from the basic findings.” 

The basic findings are another link in the chain of ra- 
tionality. Where an administrative agency has made basic 
findings which do not support their ultimate findings, the 
_ chain is broken and it is impossible to draw a rational 
conclusion. 

The C.A.B. in its opinion has based ultimate findings of 
fact upon basic findings which will not support them. 
Therefore, under the requirements of Florida v. US., 
supra and Capital Transit Co. v. P.U.C. supra, these ulti- 
mate findings are not valid. 


1. The Basic Finding That There Is Virtually No Local 
Service Traffic Flowing On Local Service Airlines North 
And South Of the Line Between Detroit and Chicago Does 
_ Not Support The Ultimate Finding That There Is No 
Integration Between The Two Areas. 


The C.A.B. devotes pages 2 to 4 of its opinion H-11548, 
in the instant case, to the proposition that there is little 
local service traffic now flowing between the North Central 
and Lake Central systems. From this, it makes the ulti- 
mate finding that there is no area integration between the 
two areas. This is fallacious reasoning. Section 2(a) of 
the Civil Aeronautics Act, 52 Stat. 980, 49 U.S.C. 402, 
provides that the Board shall consider the encouragement 
and development of an air transportation system properly 
adapted to the present and future needs of domestic com- 
merce as among the considerations which are in the pub- 
lic interest. Contrary to this mandate of the statute, the 
Board has failed to consider the future development of 
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air transportation between the two areas. By NOR-175, 
North Central showed, by a survey of traffic between 
cities in the two areas, that, during a four week period 
in 1954, 28,589 passengers traveled by air between cities 
in the North Central area and cities in the Lake Central 
area. This is astounding evidence of the inter-relation of 
the two areas. It is true that the great majority of these 
passengers were not exchanged by local service airlines, 
but that traffic record for North Central and Lake Cen- 
tral shows only that the local service between the two 
areas in 1954 was inadequate. It is of little value in 
determining present and future use. (See North Central 
forecast NOR-155). Passengers do not fly on local service 
airlines between the North Central and Lake Central areas 
because there is virtually no coordinated local service be- 
tween the areas. There is a change of plan required at 
Chicago and Detroit at present. At Chicago, there may be 
a change of airports as well. There is also superior trunk 
service available to the more important central cities. This 
is evident from the amount of inter-area traffic exchanged 
between North Central and trunklines at Chicago.*® By its 
exhibit NOR-155, North Central shows that 12,848 addi- 
tional passengers will be served if the acquisition is ap- 
proved. North Central’s exhibits NOR-151 through NOR- 
156 show that North Central’s comprehensive long-range 
and short-range plans will increase traffic between the two 
areas. If the acquisition is approved, North Central will 


6 For example: NOR-153 p. 5 shows that during a 28 day sur- 
vey period in 1954, 51 passengers traveled by air between the 
North Central city of Madison, Wisconsin and Lake Central city, 
Indianapolis, Indiana. Of these 51, 42 were carried to or from 
Chicago by North Central. None were carried to or from Chicago 
by Lake Central. During the same period, 290 passengers traveled 
between the North Central city of Milwaukee, Wisconsin, and the 
Lake Central city of Indianapolis. North Central carried 244 of 
these to or from Chicago. Lake Central carried only one. This 
exhibit shows that North Central carries a large share of inter- 
area traffic in its area; however, in the Lake Central area the 
inter-area traffic is carried by trunklines which give superior 
service to that offered by Lake Central and make better connec- 
tions with North Central at Chicago for Milwaukee and Madison. 
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be able to control traffic at both ends of the passengers’ 
journey, would provide single-plane service and would 
eliminate change of airports in some instances at Chicago. 

A finding on area integration should be made on the 
following considerations: (1) Climatic similarities between 
the two areas; (2) Industrial community of interest; (3) 
Educational community of interest; (4) Historical and 
social communities of interest; and (5) A study of historic 
traffic between the two areas. It cannot be made upon 
such a mutable basis as a study of the 1954 traffic flow- 
ing between the two areas on local service carriers. A 
study of this flow of traffic will not rationally lead to an 
ultimate finding in relation to area integration. 


2. The Finding That Lake Central Has Its Greatest Load 
Factors On Segments Served By Trunk Carriers Does Not 
Support The Ultimate Finding That It Can Make Sub- 
stantial Progress Toward Self Sufficiency Within A Rea- 
sonable Time. 


On page 10 of its opinion E-11548, in the instant case, 
the Board gave great weight to the finding that Lake 
Central achieves its heaviest load factor on segments also 
served by trunklines. It uses this basic finding to bottom 
its ultimate finding that Lake Central can make substan- 
tial progress towards self sufficiency within a reasonable 
time. The Board obviously assumes that this finding 
shows that Lake Central is competitive with trunk car- 
riers and, therefore, is progressing toward self-sufficiency. 
This is fallacious reasoning. In the first place, although 
Lake Central has some of its heaviest load factors on seg- 
ments served by trunk carriers, these load factors are 
comparatively light in relation to other local service car- 
riers. The Board cited the Indianapolis-Chicago segment, 
the Columbus-Cleveland segment, and the Columbus- 
Indianapolis segment. In September, 1955, Lake Central 
had average load factors of 38.59, 45.58, and 44.47 re- 
spectively on these three segments (LCES-445, pp. 1 and 
2). These are among Lake Central’s “heaviest load fac- 
tors,” yet they are all below North Central’s average load 
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factor of 49.31 for the month of June, 1955, as ee 
from NOR-174. This shows, therefore, that even Lake 
Central’s heaviest load factors are comparatively light. 
Secondly, Lake Central’s heaviest load factors on seg- 
ments served by trunk lines merely indicates that the load 
factors on these segments are comparatively heavy for 
Lake Central. The Board failed to examine the percent- 
age of the terminal to terminal traffic and the competitive 
market carried by Lake Central on its competitive routes. 
North Central in Appendix H of its petition for recon- 
sideration, Docket No. 5770 (the instant case), made such 
a study which indicates the small percentage of the com- 
petitive traffic carried by Lake Central. On the Indian- 
apolis-Chicago and Columbus-Cleveland segments which 
are specifically mentioned in the Board’s opinion, Lake 
Central carried only 0.9% and 1.7% of the market re- 
spectively. It is obvious, therefore, that Lake Central 
gives no competition on these segments. As such, it ean- 
not aid Lake Central Airlines to self sufficiency in a rea- 
sonable time. ! 


3. The Basic Finding That There Are Hostile Relations 
Between Some Of The Parties Concerned Toward North 
Central And Its Acquisition Of Lake Central Does Not 
Support The Ultimate Finding That The Rendition of Re- 
liable And Adequate Service Will Be Jeopardized For An 
Indeterminate Period If The Acquisition Is Approved. | 


On pages 7 and 8 of its opinion of July 9, 1957, the 
Board states: 


“While the approval of any acquisition cores 
introduces some elements of confusion and uncer- 
tainty during the period of amalgamation, we cannot 
help but feel that this adverse element would be 
magnified many fold in the circumstances of this 
ease, due in large part to the hostile relationships 
existing between some of the parties concerned.” | 


The mere fact that there are hostile relationships between 
“some of the parties concerned” does not lead to the find- 
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ing that there would be undue uncertainty or confusion.’ 
The Board does not discuss how the hostility will greatly 
magnify the elements of uncertainty and confusion. It 
did not even consider in its opinion the position of the 
hearing examiner that “the resentment will disolve of 
its own weight * * *. If not, North Central will undoubt- 
edly be able to recruit new personnel.” * The Board uses 
the following syllogism: 


Major premise: <Any hostile relationship between 
parties concerned in an acquisition will greatly mag- 
nify uncertainty and confusion. 


Minor premise: There are some hostile relationships 
between parties concerned in this acquisition. 


Conclusion: In this acquisition, uncertainty and con- 

fusion will be greatly magnified. 
Petitioner suggests that the major premise is faulty. It 
It does not consider the following circumstances: (1) That 
there is little actual hostility; (2) That the hostility will 
probably dissolve of its own weight; (3) That the ac- 
quiring airline can and will replace the hostile employees 
if hostility continues. Without a consideration of these 
points a finding of hostility on the part of some of the 
parties concerned is immaterial and support nothing. 


C. The C.A.B. Did Not Make Sufficient Findings of 
Fact To Allow This Honorable Court To Properly Perform 
The Task of Judicial Review. 


In the case of Security and Exchange Commission v. 
Chenery, Inc., supra., Mr. Justice Frankfurter speaking 
for the majority of the Supreme Court stated as follows: 
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... The orderly functioning of the process of re- 
view requires that the grounds upon which the ad- 
ministrative ageney acted be clearly disclosed and 
adequately sustained.” 


7 Actually the record will show that there was very little hos- 
tility toward North Central, but the matter of substantial evi- 
dence will be discussed later in this brief in Section D. 7. 


8P. 79, Initial Decision of Examiner Paul N. Peiffer, Docket 
No. 5770, dated June 26, 1956 
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The U.S. Court of Appeals for the Third Cireuit in 
Baltimore and Ohio Ratlway Co., et al v. U.S., et al, 201 
F.2d 795 (1953), further developed this point when it said: : 


“While findings by an administrative agency need not 
be spelled out and numbered in any particular fashion, 
they must be sufficiently clear and explicit to show 
what the agency concluded from the evidence before 
i 
If the Court of Appeals is to properly review the sition 
of an administrative agency, it is essential that the agency 
set forth the findings and conclusions with sufficient clarity. 
Section 1005(f) of the Civil Aeronautics Act of 1938, 52 
Stat. 1023, 49 USC 645, requires that: 


“Every order of the authority shall set forth the 
findings of fact upon which it is based .. .” 
This Court established a standard for ores of find- 
ings under the Civil Aeronautics Act when it stated: 


6“ 


Each primary ground advanced for the award 
to ‘North Central was factually analyzed and discussed 
in sufficient detail to enable the Court competently ‘to 
review it with comprehension of the Board’s basis for 
its action.” Lake Central Airlines, Inc. v. Civil Aero- 
nautics Board, 99 U.S.App.D.C. 296,239 F.2d 46(1956). 

In Greensboro-High Point Airport Authority v. C.A.B., 

97 U.S. App.D.C.358, 231 F.2d 517(1956) this Court, on the 

basis that the C.A.B. made insufficient findings, vacated 

the Board’s order and remanded the cause for further 
proceedings, not inconsistent with the Court’s opinion. | 
In its opinion E-11548 in the instant case the Board 
made findings which are vague and indiscernible. It failed 
to make findings on certain material facts placed in issue 
by North Central. It made certain contradictory findings. 

It departed from prior reported norms affecting the ap- 

proval of acquisitions, without sufficient reason for sueh 

departure. All of these errors give the Board’s finding 
such a degree of insufficiency as to make it impossible 
for the Court to properly review this case. The cause 
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should be remanded for further consideration and findings 
by the Board. 


1. The C.A.B’s Findings Are Insufficient Because of 
Vagueness. 


(a) The Board’s Concept of “sprawling local service sys- 
tem” Is Vague. 


The Board said in epeaieng of the combined systems 
involved here: 


“Such a sprawling local service system would com- 
prise more route mileage than our largest local serv- 
ice carrier and would be certificated to serve more 
cities than are presently served by some of our largest 
trunkline carriers.” ® 
The Board has obviously placed great emphasis on the 
finding that the combined systems will be “sprawling.” 
What is this concept of “sprawling?” Does it refer to the 
size of the area? Does it mean that the system will be a 
disjointed one? There is no standard by which this 
Honorable Court can determine what is meant by the 
term. It has not been used before in the many major ac- 
quisition and merger cases previously decided by the 
Board.*® It is probably a new term especially conjured 


® Page 5 of the Opinion of the Civil Aeronautics Board E-11548 
dated July 9, 1957. 


10 Monarch-Challenger Merger Case, 11 CAB 33, Docket No. 
4129, Order No. E-3721, December 16, 1949; Reeve Airways Cer- 
tificate Transfer Case, 12 C.A.B. 809 Docket No. 4081, Order No. 
E-5248, February 9, 1951; Southwest-West Coast Merger Case, 
Docket No. 4405, Order No. E-5594, August 7, 1951; West Coast- 
Empire Merger Case, 15 CAB 971, Docket No. 5220, Order No. 
E-6550, June 27, 1952; Braniff-Mid-Continent Merger Case, 15 
CAB 708, Docket No. 5376, Order No. E-6459, May 26, 1952; West 
Coast-Empire Merger Case, Docket No. 5220, Order No. E-6550, 
June 27, 1952; Delta-Chicago & Southern Merger Case, 16 CAB 
647, Docket No. 5546, Order Nos. E-7052, 7053, December 24, 
1952; Flying Tiger-Slick Merger Case, Docket No. 6047, Order 
No. E-8022, January 7, 1954; Natzonal-Colonial Integration In- 
vestigation, Docket No. 5569, Order No. E-8136, February 26, 
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up for use in this case. 

Certainly the term does not mean that North Central 
could not intensely serve the two areas if the acquisition 
is approved. This would be an unrealistic assumption. 
Neither of the two systems operating separately is ¢con- 
sidered “sprawling” by the Board. This is evidenced: by 
the fact that the Board certificated the two systems and 
found each to be in the public interest with no misgivings 
with respect to the “sprawling” nature of the route sys- 
tems. Why would a combination of the two mean a lessen- 
ing of the intensity of service, and a creation of an ‘in- 
consistency with the public interest? The whole is equal 
to the sum of its parts. Remotely, the Board could mean, 
by its concept of “sprawling”, that the two areas are dis: 
jointed. NOR-129 shows that the North Central-Lake Cen- 
tral systems had, at the time of hearing in this case, four 
points in common. In the West Coast Empire Merger, 
16 C.A.B. 985, and the Arizona-Monarch Merger Case, 11 
C.A.B. 246, the carriers had no points in common. The 
Board had to certificate a route to join them (NOR-129). 

It is impossible to discern from the Board’s use of the 
word “sprawling” what is meant by it. Therefore, this 
finding of the Board is insufficient. | 


1954, Order No. E-8446, June 17, 1954; Trans-Texas Airways— 
Control and Interlocking Relationships Case, Docket No. 5993, 
Order No. E-8256, April 14, 1954; In the Matter of the Control 
of Colonial Airlines, Inc. by Eastern Airlines, Inc., Docket No. 
6582, Order No. E-8447, June 17, 1954; Colonial-Eastern Acquisi- 
tion Case, Docket No. 6998, Order No. E-9945-9946, January 26, 
1956; Acquisition of Lon Brennan Air Service by R. D. Byers, 
12 CAB 400, Docket No. 3427, Order No. E-5032, November 27, 
1950; Acquisition of Mid-West by Purdue Research Foundation, 
14 CAB 851 Docket No. 4052, Order No. E-5884, November 21, 
1951; Arizona-Monarch Merger Case, 11 CAB 246, Docket No. 
3977, Order No. E-4050, April 10, 1950; Acquisition of Mayflower 
Airlines by Northeast Airlines, 4 CAB 680 (1944); Orlando Air- 
lines, Transfer of Certificate, 7 CAB 429 (1946); Transcontinen- 
tal and Western Airlines, Route No. 38 Transfer, 10 CAB 455 
{1949); United-Western, Acquisition Air Carrier Property, 8 
CAB 298 (1947); 11 CAB 701 (1950); National-Caribbean-Atlan- 
tic Control Case, 6 CAB 671 (1946); Acquisition of Western Air- 
lines by United Airlines, 1 CAB 739 (1940); Western Airlines, 
Acquisition of Inland Air Lines, 4 CAB 654 (1944); American 
Airlines, Control of Mid-Continent Airlines, 7 CAB 365 (1946). 
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(b) The Board’s Finding That Lake Central Can Make 
Substantial Progress Towards Self Sufficiency Within 
The Reasonable Time Is Vague And, Therefore, In- 
sufficient, 

Petitioner denies that Lake Central’s economic condi- 
tion and progress is material to the question of whether 
the acquisition will be inconsistent with the public interest, 
but even if it is material, the finding that the progress 
is substantial, and that it will lead to self ‘sufficiency 
within a reasonable time is insufficient for vagueness. 
The conclusion sought by the Board must always be kept 
in mind whether the acquisition is or is not inconsistent 
with the public interest. Just what is substantial prog- 
ress; how long is a reasonable time? The Board has used 
the two adjectives “substantial” and “reasonable” to 
reason that Lake Central is fit and able to engage in 
air transportation, but how are they related to the public 
interest? Is substantial progress measured by the bushel 
or the yard, by pint or the ton? Is a reasonable time a 
week, a month, a year, a decade or everlasting. The Board 
has given no clues. Without more it is impossible for the 
Court to determine whether the Board acted properly in 
refusing to approve the acquisition. 


2. The Board Failed To Make Findings On Material 
Facts Which Were Placed In Issue By North Central. 


Section 8(b) of the Administrative Procedure Act, 60 
Stat. 242, 5 U.S.C. 1007, provides that parties on review 
of the findings of subordinate officers shall be given an 
opportunity to present proposed findings and conclusions 
to the reviewing officers. It further provides that the 
“record” shall show the ruling upon each such finding, 
conclusion or exception presented. 

This provision is interpreted by In Re United Corpora- 
tion, 249 F'(2d), 168 (1957), where it was held: 


“The final order of an administrative agency must 
include findings and conclusions upon all material 
issues presented on the record. The reasons or basis 
for the decision must also be clearly enunciated. This 
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principle is well established in the law and was ex- 

pressly codified by Section 8(b) of the as le 

Procedure Act.” 
Among the material facts placed in issue by North 
Central in the administrative proceeding below were the 
following: (1) That the proposed acquisition would fur- 
nish the Lake Central cities with 48% more service; (2) 
That 12,848 more passengers would be convenienced per 
annum by the acquisition; (3) that North Central’s su- 
perior economic fitness affects the provision of service to 
Lake Central cities; (4) That the employees of Lake Cen- 
tral found to be hostile to North Central have no power 
to, or would otherwise create uncertainty and confusion 
if the acquisition was approved; (5) That the North Cen- 
tral-Lake Central system would integrate from an oper- 
ational standpoint. All of these matters are germane ‘to 
the question of whether the acquisition is inconsistent 
with the public interest, yet the Board failed to make 
findings on any of them. The Board’s findings are, 
therefore, insufficient under Section 8(b) of the Adminis- 
trative Procedure Act and contrary to the doctrine set- 
forth in In Re United Corporation, supra. 


(a) The C.A.B. Failed To Make Findings On The Asser 
tion Of North Central That North Central Would 
Provide 48% More Service To The Cities Of The 
Combined Systems If The Acquisition Is Approved, 


North Central showed that during the three phases of 
its planned integration, it would increase schedules over 
the combined systems by 48%" (NOR-189, Tr. 1571). The 
representatives from the cities of Kalamazoo (Tr. 65), 
Detroit (Tr. 103), Fort Wayne (Tr. 447), Gary (Tr. 497- 
499, 523), Columbus (Tr. 1478), Cincinnati (Tr. 1876, 
1878), Battle Creek (Tr. 1891), Grand Rapids (Tr. 1673), 


11The record discloses that the increase in service would ‘be 
either 48% or 44%. The difference between the two is so slight 
as to be immaterial. 
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and of the State of Indiana (Tr. 1571) all stated that the 
improvements in route schedules such as those proposed 
by North Central would be highly advantageous. This evi- 
dence shows, not only that the proposed 48% increase in 
route schedules would not be inconsistent with the public 
interest, but that it would be consistent with the public 
interest. Surely, the Board’s findings were insufficient 
when it chose to conveniently ignore this material issue 
in its determination of inconsistency with the public in- 
terest. 


(b) The C.A.B. Failed To Make Findings On The Ma- 
terial Assertion Of North Central That 12,848 More 
Passengers Would Be Convenienced Per Annum By 
The Acquisition. 


In its exhibit NOR-155, North Central makes a sum- 
mary of forecast of new and diverted traffic that would 
have occurred under the proposed acquisition in 1954. In 
this summary, North Central predicts that 12,848 addi- 
tional passengers would have been benefited in 1954 if the 
two systems had been combined during that year. This 
figure is overwhelming and obviously pertinent to the 
question of whether or not the acquisition is inconsistent 
with the public interest. Yet the Board ignored this mate- 
rial issue completely in its opinion, thereby failing to 
follow the mandates of Section 8(b) of the Administrative 
Procedure Act. 


(c) The Board Failed To Make Findings On The Material 
Assertion Of North Central That North Central’s Su- 
perior Economic Fitness Affects The Provision Of 
Service To Lake Central Cities. 


North Central’s evidence is a weighty testimonial to its 
superior economic position over that of Lake Central. 
Perhaps the most convincing evidence of North Central’s 
economic superiority is contained in the relative ratings 
of the two companies by Dun and Bradstreet (NOR-198, 
199, Tr. 705). The balance sheets and profit and loss 
statements of the two airlines (NOR-35, 36, 39, 40) are 


ae 


as 
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also relevant to this issue. North Central showed by 
these that it has a cash balance of $325,000. as of July 
31, 1955, whereas Lake Central’s cash balance as of that 
date was a mere $26,303.00. plus $4,184. in working fund 
advances. A number of the representatives from cities 
appearing at the hearing favored the acquisition, at least 
in part, because of North Central’s superior financial posi- 
tion (Tr. 443, 527, 1071, 1073). Even the case presented 
by Lake Central Employee Stockholders shows that Lake 
Central is in a precarious financial position. Lloyd: W. 
Hartman admitted in his testimony that Lake Central had 
a negative working capital of $205,000. on September 30, 
1955 (Tr. 1342) and that it is undercapitalized (Tr. 1355). 
North Central’s balance sheet showed current assets ap- 
proximately equaling its current liabilities (NOR-35). Wit- 
ness Moise of the city of Gary testified that Lake Central 
was at least six months in arrears in the payment of air- 
port operating fees (Tr. 502). NOR-173 shows that Lake 
Central as of July 31, 1955 had over $184,262. of overdue 
accounts payable whereas North Central had none. The 
evidence shows that Lake Central’s total operating cost 
for year ending June 30, 1955 was $1.22 per mile whereas 
North Central’s was $1.04 per mile (NOR-54). ! 
Lake Central does not have the capital necessary | to 
institute any of the improvements in operations or con- 
venience and safety proposed by North Central. The im- 
proved service proposed by North Central can be accom- 
plished only if the acquisition is approved. The relative 
economic positions of North Central and Lake Central, 
therefore, become a material issue in the determination 
of whether the acquisition is inconsistent with the public 
interest. The Board made insufficient findings of fact when 
it neglected to make findings on this material issue. 
An important element in the consideration of the rela- 
tive economic fitness of the two airlines is a comparison 
of the fitness of the managements of the two companies. 
North Central proposed specific Findings of Fact and 
Conclusions to the Examiner in its brief to the Examiner, 
docket #5770 (the instant case), and to the Board in its 
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Petition for Reconsideration, docket #5770 (Appendix 
A). Proposed Finding of Fact No. 15 (page 5, North 
Central’s brief to the Examiner and page 6, Appendix A, 
brief to Board on Petition for Reconsideration) North 
Central stated as follows: 


“North Central’s management is more able, more ex- 
perienced, and more aggressive than that of Lake 
Central. Lake Central’s operations would benefit 
greatly by the management of North Central. This 
would mean improvement in operating techniques, re- 
sulting in lowering of costs, in greater traffic genera- 
tion, and in better utilization of facilities. The inte- 
gration of schedules would mean the lowering of costs 
to the earrier, to the public and to the government. 
The trend would be toward the lowering of govern- 
ment subsidy, ultimately to the point of extinction.” 


In proposed findings of fact No. 21 (page 6 of North Cen- 
tral’s brief to the Examiner) and No. 20, (page 7 of Ap- 
pendix A of the brief to the Board on Petition for Re- 
consideration), North Central asserted: 


“The Lake Central’s present management is substan- 
tially a continuation of the previous management 
found to be unfit in the Reopened Indiana-Ohio Local 
Service Case, Docket No. 4034.2 In the acquisition 
of the stock and in other matters they have used the 
corporate funds of Lake Central for the benefit of 
themselves and other members of the Employee Stock- 
holder Group, as also for the protection of one of the 
directors against loss for acts committed by him in 
an individual capacity. They have entered into trans- 
actions contrary to the conditions layed down by the 
Board in extending Lake Central’s certificate. Lake 
Central’s present management is not aggressive and 
would not generate the amount of traffic needed for 
such improved operations as are offered by North 
Central.” 


The issues of whether or not the management of Lake 
Central is incompetent and disreputable and whether 
_ North Central management is substantially superior are 


1216 C.A.B. 880. 
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certainly material in determining inconsistency with the 
public interest. These issues are important in determining 
comparative economic fitness and should have been given 
consideration by the Board. The record is replete with 
evidence of North Central’s superior managerial abilities. 
In his testimony Witness Carr, President of North Cen- 
tral, covered quite well the improvements in flying operat- 
ing techniques that had resulted in North Central’s direct 
operation cost of 29.6¢ per mile, being 5¢ per mile less 
than Lake Central’s (Tr. 154-156). Mr. Carr also testified 
that by intensive techniques in the last year and a half 
North Central has decreased its operating cost from $1.24 
to about $1.00 (T. 159). Appendix E, p. 5, of North 
Central’s brief on Petition for Reconsideration in the in- 
stant case shows that North Central, since 1952 has de- 
creased its break even need to such an extent that in 
April 1957 it ranked first in the industry in that respect. 
Lake Central, however, has maintained the twelfth posi- 
tion from 1952 through April of 1957. The evidence 
showed that Lake Central’s ground operating expenses 
run nearly 5¢ per mile more than North Central’s (NOR- 
162). Witness Carr set forth a 3 phase plan by which 
North Central will utilize these tried and true operational 
techniques to decrease the operating expenses of Lake 
Central, if the acquisition is approved (Tr. 148- 168). 
Witness Earl S. Ward representinng the Fort Wayne 
Chamber of Commerce and the Board of Aviation Com- 
missioners stated that he favored the acquisition because 
of North Central’s superior experience (Tr. 443). The two 
representatives from the city of Gary, Indiana expressed 
a lack of faith in Lake Central’s management, and stated 
that they would not invest in Lake Central stock (Tr. 
502, 527). Witness, Robert P. O’Malley was quite em- 
phatic about his position when he said “ .. . I would 
certainly not be interested in Lake Central’s stock, the 
present management, or what I think would be their con- 
tinued, perhaps disinterest in developing a a or 
their oversight as to the potential in this area. . 
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“ ... I think the aggressiveness and progressiveness 
of North Central has exceeded Lake Central by quite a 
bit.” (Tr. 527) 

In its brief to the Board, docket #5770 (the instant 
case), dated August 20, 1956, pages 34 to 39, North Cen- 
tral placed squarely before the Board the evidence of its 
superior aggressiveness and experience in management. 
By evidence in the record and by its brief to the Ex- 
aminer, docket #5770, dated March 1, 1956, pages 43-46, 
North Central showed that Lake Central’s present man- 
agement is essentially a continuation of the previous 
management found to be unfit in the Reopened Imdiana- 
Ohio Local Service Case, 16 C.A.B. 880. Lloyd W. Hart- 
man, the present Executive Vice-President of Lake Cen- 
tral was an officer of the Weesner controlled Nationwide 
Airlines when the Board instituted proceedings in the 
Reopened Indiana-Ohio Local Service Case. In that case 
the Board considered a transaction involving an airplane 
owned by Lake Central which was stationed in Detroit 
and used for so called charter trips with substantial 
regularity on Nationwide’s intrastate route. This was an 
attempt to circumvent the Civil Aeronautics Act and the 
Board’s regulations, since the flights were not true char- 
ter flights. It appeared in a letter written by Hartman 
to the effect that the transaction was intended to account 
for the operation in such a manner as to make Nation- 
wide Airlines whole, regardless of the result to Lake Cen- 
tral. The corrected entries may have been made in the 
books and the reports of Lake Central. However, the 
Examiner in that case concluded that this weighed heavily 
against the finding that the management was fit, willing 
and able to operate pursuant to the Civil Aeronautics Act 
and to the Board’s regulations. He stated: 


“It is established that John D. Weesner and Lloyd 
Hartman, as officers of Nationwide Airlines and sub- 
sequently, as officers of Lake Central Airlines, acted 
in this transaction with the disregard of the act and 
the Board’s economic regulation with the intent to 
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benefit Nationwide Airlines, and intending to conceal 
the true nature of the operation. 


The evidence shows that for three months Lloyd W. 
Hartman served as officer of both Nationwide Airlines, 
another Weesner controlled corporation and Lake Central 
Airlines (Tr. 1504-1506, LCA-131), yet there is no evi- 
dence that the Board’s approval was ever obtained under 
section 409 of the Civil Aeronautics Act. This is another 
example of Hartman’s disregard of the C.A.B.’s rules axe 
regulations. 

North Central showed by its brief to the Examiner ‘= 
by evidence in the record in this case that although the 
Certificate of Lake Central was continued in the Reopened 
Indiana-Ohio Local Service Case, on a condition that there 
would be no relationship and no transactions directly or 
indirectly between the Weesners and Lake Central, it was 
Hartman and his Associate, Robert W. Clifford, formerly 
Vice-President of Operations of Nationwide and now Vice- 
President of Operations of Lake Central, who entered 
into an option agreement with the Weesners (NOR-15) 
for the purchase of the Lake Central stock, and who later 
spent the corporate funds to fight the acquisition (Tr. 
1134, 1508-1509, 1742-1743), despite the fact that the cor- 
poration, Lake Central Airlines assumed a neutral posi- 
tion in the proceedings before the Board. Hartman and 
Clifford caused the salaries of the employees of Lake 
Central to be increased to the extent necessary to pay, 
within approximately one year, for the voting trust cer- 
tificates which they purchased from the Weesners. ( NOR- 
194, Tr. 1175, 1377-1378). They were, in effect, causing 
the corporation to pay for the purchase of the stock. | 

It was Robert W. Clifford, former Vice-President of 
Operations for Nationwide, and now Vice-President of 
Operations for Lake Central, who authorized the repre- 
hensible charter plane transaction set forth in the Re- 


13 Report of Examiner Radcliffe in Reopened Indiana-Ohio obit 
Service Case, 16 C.A.B. 880, C.A.B. Docket #4034, Dated aay | 28, 
1952, pp. 20, 43, 
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opened Indiana-Ohio Local Service Case, supra. knowing 
that it was a violation of the Board’s regulations (Tr. 
1177-1178). 

Further evidence of the highly reprehensible character 
of the Lake Central management was presented by North 
Central when it showed that the present President of 
Lake Central, Gwin Hicks, filed a false affidavit before 
this Court in the case of Lake Central Airlines v. Civil 
Aeronautics Board, 99 U.S.App. D.C.226, 239 F.2d 46 
(NOR-180 Tr.1754-1757).* 

There is evidence that the management of Lake Central 
agreed to indemnify out of the corporate funds Robert B. 
Stewart for losses which might be sustained by him in a 
suit brought by North Central for damages suffered on 
account of Stewart’s alleged breach of fiduciary relation- 
ship, while he was serving as a director of both North 
Central and Lake Central (NOR-185, LCES 652, 673). 

It is quite obvious that the issue of relative superiority 
of the management of North Central over that of Lake 
Central was definitely placed in issue before the Board. 
Surely, the Board should have considered the aggressive 
and forceful management of North Central and the highly 
irregular managerial practices of Lake Central in deter- 
mining whether the acquisition would be inconsistent with 
the public interest. The Hearing Examiner was rather 
amazed at the “alacrity” of the reprehensible practices 
described above.** A second Hearing Examiner, Mr. Rad- 
cliffe, in the Reopened Indiana-Ohio Local Service Case, 
supra, also denounced the deleterious practices of the 
Lake Central management. Yet the Board did not even 


14Jn this affidavit Mr. Hicks stated that the granting of Route 
7 to North Central involved diversion of traffic from Lake Central 
to such an extent that its two round trip schedules between Indi- 
anapolis and Grand Rapids would have to be further reduced to 
one round trip. In truth and in fact, shortly before this affidavit 
was filed, Lake Central filed schedules which increased its two 
round trips to three, the schedules to become effective two days 
prior to, and to become operative five days after the date of the 
filing of said affidavit. 


15 Page 6, Examiner’s Opinion, Docket #5770 (the instant case). 
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seriously consider them in their opinion, except possibly 
in a footnote which has all the earmarks of an after- 
thought. The above insufficient findings are clear viola- 
tion of Section 8(b) of the Administrative Procedure Act. 


(d) The Board Failed To Make Findings On The Me 
terial Assertion of North Central That the North 
Central-Lake Central System Would Integrate From 
An Operational Standpoint. 


North Central pointed out in its exhibits and aon 
that the North Central and Lake Central systems would 
integrate from an operational standpoint, and, thereby, 
eliminate substantially duplication of effort and costs of 
operations. North Central showed that under an inte- 
grated system it would be able to consolidate five station 
operations (NOR-165), because it now has five stations 
in common with Lake Central (NOR-156). It also showed 
that, had the two airlines been under a combined opera- 
tion during the second quarter of 1955, it would have been 
able to operate with 93 less employees at a savings! of 
$32,184.10 (NOR-163, p. 4). North Central has shown 
that its cost of maintenance and warm-ups are high’ at 
the present time at its home base of Minneapolis because 
of cold weather and inadequate hangar facilities (NOR- 
170, p. 3-10; Tr. 411-414). However, if the acquisition is 
approved, North Central would be able to utilize the Lake 
Central city of Indianapolis, where the weather is warmer, 
and the hangar and maintenance facilities are consider- 
ably better (Tr. 173). It would also make available! to 
Lake Central system North Central’s superior facilities in 
Chicago (Tr. 173, 385). All of the factors listed above 
show that the two systems would integrate operationally 
at a cost savings over the entire combined system. Elimi- 
nation of unnecessary duplication of effort and costs, will 
result not only in increased quality of service, but also: in 
an ultimate savings in subsidy. This is an important con- 
sideration in the determination of whether the acquisi- 
tion is inconsistent with the public interest and it was 
incumbent upon the Board to make findings upon it, 


36 


Since the Board failed to discuss this material issue, its 
findings were insufficient. 


3. Several Of The Board’s Findings Were Contradictory 
And, Therefore, Insufficient. 


The findings of an administrative agency must be suf- 
ficiently definite to enable the Appellate Court to perform 
the task of judicial review. Greensboro-High Powt Air- 
port Authority v. Civil Aeronautics Board, supra. This 
requirement of sufficiency has not been fulfilled when the 
Court is required to pick and choose between contradic- 
tory findings of the Board, made in the same opinion. In 
the Board’s opinion, Order No. H-11548 in the instant 
ease the Board made contradictory findings with respect 
to (1) traffic integration; and (2) area integration. The 
Board’s findings with regard to these matters are, there- 
fore, insufficient to enable this Court to properly perform 
the task of judicial review. 


(a) The C.A.B. Made Contradictory And Therefore .In- 
sufficient Findings With Regard To Traffic Integration. 


On page 5 of its opinion the Board found that the two 
areas proposed to be served by one carrier are not ‘suf- 
ficiently related traffic-wise to permit a sound integrated 
local service system. Yet, on page 6 the Board contra- 
dicts itself by stating that by the acquisition North Cen- 
tral would be given the opportunity to provide single- 
plane service to a number of pairs of cities which have 
“a fairly large traffic pool.” This is obvious contradiction. 
The Board is saying in the same breath, “it is and it 
ain’t.” 


(b) The Board Made Contradictory And, Therefore, In- 
sufficient Findings With Regard To Area Integration. 


~ 


On pages 2 to 5 of its opinion the Board found that 
the two areas served by North Central and Lake Central 
are not complementary and will not integrate. On pages 
8 and 10 the Board states that Lake Central is an ap- 
plicant for route extensions connecting its “natural trade 
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centers.” This is an obvious reference to Lake Central’s 
applications in the Great Lakes Local Service Investiga- 
tion Case, Docket No. 4251, which includes service to 
lower Michigan, Milwaukee, and many cities in the Upper 
Peninsular of Michigan, including the Soo. All of these 
points are north of the so-called separate and distinct 
Lake Central area. If Lake Central has “natural trade 
centers” in the North Central area, it does not follow that 
there is no integration between the two areas. 3 


4. The C.A.B. Made Insufficient Findings When It 
Failed To Give Reasons For Its Departure From Prior 
Reported Norms. 


(a) Generally 


Administrative Agencies do follow case precedents, as 
do the Courts. This is illustrated by the fact that they 
set down and publish reasoned opinions in bound volumes. 
There would be no point in publishing such opinions if 
there was no intention to use them in later decisions. The 
following of prior norms is desirable in the interest of 
impartiality, stability and efficiency in the administrative 
process. Generally, administrative agencies have not re- 
jected the doctrine of stare decisis, but they have refused 
to accept an inflexible rule which would deprive them of 
the power to undo what they have ‘set down in previous 
cases. The Supreme Court has upheld an administrative 
agency’s right to develop new law on a case to case basis 
in the same way that the Courts have created an elaborate 
structure of common law, Security and Exchange Commis- 
ston v. Chenery Corp., 332 U.S. 194, 67 S. Court 1575, 91 
L.Ed.1995 (1947) .?7 

Since an administrative agency may establish a ignite 
mon law” of its own, is it arbitrary when the agency in 





16 See: The Doctrine of Precedent as applied to Administrative 
Decisions, 59 W.Va. Law Review, 111. 


17 See: Administrative Findings Reasons and Stare Decisis, 38 
Cal. Law Review 218. 
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a later case does not follow its earlier position? An 
administrative agency is not acting arbitrarily per se 
when it rejects a prior case established norm. There are 
various reasons why the norm may be validly rejected. 
Certainly, the Board would not be required to blindly 
adhere to a precedent which is clearly erroneous. The 
Board may also depart from prior decisions in order that 
an equitable solution may be given to a problem which 
has changed with the times, or which is peculiar to the 
case before it. Petitioner contends, however, that if the 
Board departs from a prior norm its findings are insuf- 
ficient if it fails to give sufficient reasons for this de- 
parture. To allow the Board to make an unreasoned 
departure from an established principle is to grant the 
Board power to make a decision at its caprice. This is 
a dangerous power and could lead to unlawful partisan- 
ship of the type experienced recently in the Federal Com- 
munications Commission if at any future time there 
should be appointed to the Board a man or men of less 
integrity than that of the present highly respected Board 
members. In that case there would be no protection 
against unfair and careless decisions of the Board. In 
National Labor Relations Board v. Mall Tool Co., 119 
F.2d 700, the Court recognized the desirability of adher- 
ing to administrative precedent when it said: 


“Consistency in administrative rulings is essential, 

for to adopt different standards for similar situations 

is to act arbitrarily.” 
The Supreme Court consummated the principle that ade- 
quate reasons must be given for an administrative agency’s 
departure from prior norm in the ease of Secretary of 
Agriculture v. U.S., et al. 347 U.S. 645, 74 S. Court 826, 
98 L.Ed. 1015 (1954). In that case Mr. Justice Frank- 
furter, in speaking for the majority for the Court wrote: 


“ . . . while the Commission has adumbrated the 
reasons that commended these charges to its approval, 
the Commission has not adequately explained its de- 
parture from prior norms. ... 
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“We do not know whether the Commission has die 
regarded its own finding .. . or whether in order to 
meet an unusual situation, the Commission has modi- 
fied the normal doctrine... .” 


The Court was not denying the Administrative agency’ s 
diseretion in technical and complex matters. It recog- 
nized that the I.C.C. could and should modify the normal 
doctrine in unusual or changed circumstances. The Court 
only required that the Commission explain these de- 
partures so that proper judicial review could be conducted. 
See also: Baltimore and Ohio Ratlroad Co. v. U.S., 151 F. 
Supp. 258, 273; State Corporation Commissioners of Kan- 
sas v. U. S. 128 F. Supp. 646, 653. 

In Hall, et al v. Federal Communications Comantiestc'. 
99 U.S. App. D.C.86, 237 F.2d 567(1956), this Court 
tackled the problem of administrative precedent. The 
F.C.C. had in a number of cases prior to the Hall Case used 
propogation curves as set out in its report orders, in 
connection with its opinions. However, in the Hall Case 
it refused to use the tables under essentially the same 
circumstances. In a very able opinion, Judge Bazelon con- 
demned the Commission’s action as arbitrary. He said: | 


“For the Commission to deprive appellants of the 
propogation curves as a tool to measure coverage, 
while approving its own use of the curves .. . is 
arbitrary and capricious.” | 
Clearly, the Court in the Hall Case was concerned with 
the unfairness of the Commission’s actions. It would not 
allow the F.C.C. to use a double standard. The require- 
ment that an administrative agency gives reasons for its 
departure from prior norms helps to insure fairness. | 
In McKay v. Wahlenmaier, 96 U.S.App.D.C. 313, 226 
F.2d 35 (1955), this Court, in the interest of fair dealing, 
would not allow the Secretary of Interior to depart from 
a long established standard for the fair treatment of ail 
applicants. In that case, the precedent was merely one 
of usage. It had not been established by case law, and it 
had not been embodied in regulation. If such a precedent 
is given full effect by the Court, surely it is not too much 
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to ask that an administrative agency give sufficient reason 
for its departure from a precedent which is well grounded 
in case law. 

In this case the Board has based its decision on the 
findings: 

1. That the two areas are not complementary, and 
that there is a lack of traffic between the routes of the 
two carriers; 

2. That merger would create a local service carrier of 
unprecedented size. 

Both of these criteria, upon which the Board bases its 
conclusions, are departures from prior norms. 


(b) The C.A.B. Has Not Explained Its Departure From 
Prior Norms With Respect To Integration In Ac- 
quisition And Merger Cases. 


The Board bases its decision in this case largely on the 
findings that the North Central and Lake Central “are 
not complementary trade areas”, and that there is a lack 
of traffic integration between the routes of the two car- 
riers (page i, Board’s opinion E-11548 of July 9, 1957). 
This is a clear departure from the prior norm established 
in the Arizona Monarch Merger Case, 11 C.A.B. 246. In 
that case, the Board held: 


“It must be remembered, however, that we are not 
dealing with trunkline air carriers but are faced with 
the merger of two local or feeder airlines. . .. It is 
not essential that the routes of two companies be com- 
plementary.” 

“We are of the opinion that the only real issue pre- 
sented with respect to the question of integration is 
that which relates to the economies which would be 
achieved through the joint use of facilities, equip- 
ment, and personnel. ” (Emphasis supplied) 


How is if that the Board held in the Arizona-Monarch 
Case that it is not necessary that the routes of the com- 
panies be complementary, yet in this case they held that 
it is essential that the trade areas of the two airlines be 
complementary. The Board could be applying an arbi- 
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trary double standard here. If so, their findings should 
be reversed for arbitrariness. The Board should be re- 
quired to give reasons for its departure from the Arizona- 
Monarch Case, so that this Court will be able to i 
whether its findings are arbitrary. 

There is abundant evidence on the whole record as re- 
ferred to in other sections of this brief, which shows that 
the two airlines will integrate economically, (i.e. integra- 
tion permitting economies through the joint use of facili- 
ties, equipment and personnel and through subsidy say- 
ings). North Central pointed a large portion of its case 
toward the showing that there will be economic integra- 
tion. Is the Board now to be permitted to arbitrarily 
dismiss the question of economic integration without ex- 
planation, when in the Arizona-Monarch Case, it deter- 
mined that integration relating to the economies was of 
paramount importance? Is the Board to be allowed with- 
out stating a reason to use the arguments of lack of 
traffic and area integration a's a primary basis for its 
refusal of approval of the acquisition when in the Ari- 
zona-Monarch Case it stated that, it is not essential that 
the routes of the two companies be complementary?” In 
Southwest-West Coast Merger Case, 14 CAB 356, ap- 
proval of a merger between the two companies was de- 
nied, but the Board followed the same principle as ex- 
pressed in the Arizona-Monarch Merger Case. The ap- 
proval was denied because there would have been a sav- 
ings of only $9,450.00. The decision of the Board wais 
based upon what was believed to be two more beneficial 
mergers. 

If the established principle that the basic apuattinnite 
in acquisition and merger cases is economic integration, 
as established in Arizona-Monarch and applied in South- 
west-West Coast is erroneous, or if the circumstances in 
this case are unique, so as to justify a departure from 
this established principle, then at least it is encumbent 
upon the Board to state these reasons. The Board has 
not stated its reasons here, and therefore, its findings are 
insufficient. ! 
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certainly material in determining inconsistency with the 
public interest. These issues are important in determining 
comparative economic fitness and should have been given 
consideration by the Board. The record is replete with 
evidence of North Central’s superior managerial abilities. 
In his testimony Witness Carr, President of North Cen- 
tral, covered quite well the improvements in flying operat- 
ing techniques that had resulted in North Central’s direct 
operation cost of 29.6¢ per mile, being 5¢ per mile less 
than Lake Central’s (Tr. 154-156). Mr. Carr also testified 
that by intensive techniques in the last year and a half 
North Central has decreased its operating cost from $1.24 
to about $1.00 (T. 159). Appendix E, p. 5, of North 
Central’s brief on Petition for Reconsideration in the’ in- 
stant case shows that North Central, since 1952 has de- 
creased its break even need to such an extent that in 
April 1957 it ranked first in the industry in that respect. 
Lake Central, however, has maintained the twelfth posi- 
tion from 1952 through April of 1957. The evidence 
showed that Lake Central’s ground operating expenses 
run nearly 5¢ per mile more than North Central’s (NOR- 
162). Witness Carr set forth a 3 phase plan by which 
North Central will utilize these tried and true operational 
techniques to decrease the operating expenses of Lake 
Central, if the acquisition is approved (Tr. 148-168). 
Witness Earl S. Ward representinng the Fort Wayne 
Chamber of Commerce and the Board of Aviation Com- 
missioners stated that he favored the acquisition because 
of North Central’s superior experience (Tr. 443). The two 
representatives from the city of Gary, Indiana expressed 
a lack of faith in Lake Central’s management, and stated 
that they would not invest in Lake Central stock ( Tr. 
502, 527). Witness, Robert P. O’Malley was quite em- 
phatie about his position when he said “...I would 
certainly not be interested in Lake Central’s stock, the 
present management, or what I think would be their con- 
tinued, perhaps disinterest in developing a anaes or 
their oversight as to the potential in this area. . 
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“ ... I think the aggressiveness and progressiveness 
of North Central has exceeded Lake Central by quite a 
bit.” (Tr. 527) 

In its brief to the Board, docket #5770 (the instant 
case), dated August 20, 1956, pages 34 to 39, North Cen- 
tral placed squarely before the Board the evidence of its 
superior aggressiveness and experience in management. 
By evidence in the record and by its brief to the Ex- 
aminer, docket #5770, dated March 1, 1956, pages 43-46, 
North Central showed that Lake Central’s present man- 
agement is essentially a continuation of the previous 
management found to be unfit in the Reopened Indiana- 
Ohio Local Service Case, 16 C.A.B. 880. Lloyd W. Hart- 
man, the present Executive Vice-President of Lake Cen- 
tral was an officer of the Weesner controlled Nationwide 
Airlines when the Board instituted proceedings in the 
Reopened Indiana-Ohio Local Service Case. In that case 
the Board considered a transaction involving an airplane 
owned by Lake Central which was stationed in Detroit 
and used for so called charter trips with substantial 
regularity on Nationwide’s intrastate route. This was an 
attempt to circumvent the Civil Aeronautics Act and the 
Board’s regulations, since the flights were not true char- 
ter flights. It appeared in a letter written by Hartman 
to the effect that the transaction was intended to account 
for the operation in such a manner as to make Nation- 
wide Airlines whole, regardless of the result to Lake Cen- 
tral. The corrected entries may have been made in the 
books and the reports of Lake Central. However, the 
Examiner in that ease concluded that this weighed heavily 
against the finding that the management was fit, willing 
and able to operate pursuant to the Civil Aeronautics Act 
and to the Board’s regulations. He stated: 


“It is established that John D. Weesner and Llovd 
Hartman, as officers of Nationwide Airlines and sub- 
sequently, as officers of Lake Centra] Airlines, acted 
in this transaction with the disregard of the act and 
the Board’s economic regulation with the intent to 
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benefit Nationwide Airlines, and intending to conceal 
the true nature of the operation. ‘: 


The evidence shows that for three months Lloyd W. 
Hartman served as officer of both Nationwide Airlines, 
another Weesner controlled corporation and Lake Central 
Airlines (Tr. 1504-1506, LCA-131), yet there is no évi- 
dence that the Board’s approval was ever obtained under 
section 409 of the Civil Aeronautics Act. This is another 
example of Hartman’s disregard of the C.A.B.’s rules and 
regulations. 

North Central showed by its brief to the Examiner a 
by evidence in the record in this case that although the 
Certificate of Lake Central was continued in the Reopened 
Indiana-Ohio Local Service Case, on a condition that there 
would be no relationship and no transactions directly 'or 
indirectly between the Weesners and Lake Central, it was 
Hartman and his Associate, Robert W. Clifford, formerly 
Vice-President of Operations of Nationwide and now Vice- 
President of Operations of Lake Central, who entered 
into an option agreement with the Weesners (NOR-15) 
for the purchase of the Lake Central stock, and who later 
spent the corporate funds to fight the acquisition (Tr. 
1134, 1508-1509, 1742-1743), despite the fact that the cor- 
poration, Lake Central Airlines assumed a neutral posi- 
tion in the proceedings before the Board. Hartman and 
Clifford caused the salaries of the employees of Lake 
Central to be increased to the extent necessary to pay, 
within approximately one year, for the voting trust cer- 
tificates which they purchased from the Weesners. (NOR- 
194, Tr. 1175, 1377-1378). They were, in effect, causing 
the corporation to pay for the purchase of the stock. | 

It was Robert W. Clifford, former Vice-President of 
Operations for Nationwide, and now Vice-President of 
Operations for Lake Central, who authorized the repre- 
hensible charter plane transaction set forth in the Re- 


13 Report of Examiner Radcliffe in Reopened Indiana-Ohio Local 
Service Case, 16 C.A.B. 880, C.A.B. Docket #4034, Dated July 28, 
1952, pp. 20, 43. 


34 


opened Indiana-Ohio Local Service Case, supra. knowing 
that it was a violation of the Board’s regulations (Tr. 
1177-1178). 

Further evidence of the highly reprehensible character 
of the Lake Central management was presented by North 
Central when it showed that the present President of 
Lake Central, Gwin Hicks, filed a false affidavit before 
this Court in the case of Lake Central Airlines v. Civil 
Aeronautics Board, 99 U.S.App. D.C.226, 239 F.2d 46 
(NOR-180 Tr.1754-1757).** 

There is evidence that the management of Lake Central 
agreed to indemnify out of the corporate funds Robert B. 
Stewart for losses which might be sustained by him in a 
suit brought by North Central for damages suffered on 
account of Stewart’s alleged breach of fiduciary relation- 
ship, while he was serving as a director of both North 
Central and Lake Central (NOR-185, LCES 652, 673). 

It is quite obvious that the issue of relative superiority 
of the management of North Central over that of Lake 
Central was definitely placed in issue before the Board. 
Surely, the Board should have considered the aggressive 
and forceful management of North Central and the highly 
irregular managerial practices of Lake Central in deter- 
mining whether the acquisition would be inconsistent with 
the public interest. The Hearing Examiner was rather 
amazed at the “alacrity” of the reprehensible practices 
described above.** A second Hearing Examiner, Mr. Rad- 
cliffe, in the Reopened Indiana-Ohio Local Service Case, 
supra, also denounced the deleterious practices of the 
Lake Central management. Yet the Board did not even 


14JIn this affidavit Mr. Hicks stated that tho granting of Route 
7 to North Central involved diversion of traffic from Lake Central 
to such an extent that its two round trip schedules between Indi- 
anapolis and Grand Rapids would have to be further reduced to 
one round trip. In truth and in fact, shortly before this affidavit 
was filed, Lake Central filed schedules which increased its two 
round trips to three, the schedules to become effective two days 
prior to, and to become operative five days after the date of the 
filing of said affidavit. 


15 Page 6, Examiner’s Opinion, Docket #5770 (the instant case). 
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seriously consider them in their opinion, except possibly 
in a footnote which has all the earmarks of an after- 
thought. The above insufficient findings are clear viola- 
tion of Section 8(b) of the Administrative Procedure Act. 


(d) The Board Failed To Make Findings On The Ma- 
terial Assertion of North Central That the North 
Central-Lake Central System Would Integrate From 
An Operational Standpoint. 


North Central pointed out in its exhibits and teatienday 
that the North Central and Lake Central systems would 
integrate from an operational standpoint, and, thereby, 
eliminate substantially duplication of effort and costs of 
operations. North Central showed that under an inte- 
grated system it would be able to consolidate five station 
operations (NOR-165), because it now has five stations 
in common with Lake Central (NOR-156). It also showed 
that, had the two airlines been under a combined opera- 
tion during the second quarter of 1955, it would have been 
able to operate with 93 less employees at a savings of 
$32,184.10 (NOR-163, p. 4). North Central has shown 
that its cost of maintenance and warm-ups are high at 
the present time at its home base of Minneapolis because 
of cold weather and inadequate hangar facilities (NOR- 
170, p. 3-10; Tr. 411-414). However, if the acquisition: is 
approved, North Central would be able to utilize the Lake 
Central city of Indianapolis, where the weather is warmer, 
and the hangar and maintenance facilities are consider- 
ably better (Tr. 173). It would also make available’ to 
Lake Central system North Central’s superior facilities: in 
Chicago (Tr. 173, 385). All of the factors listed above 
show that the two systems would integrate operationally 
at a cost savings over the entire combined system. Elimi- 
nation of unnecessary duplication of effort and costs, will 
result not only in increased quality of service, but also: in 
an ultimate savings in subsidy. This is an important con- 
sideration in the determination of whether the acquisi- 
tion is inconsistent with the public interest and it was 
incumbent upon the Board to make findings upon it. 
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Since the Board failed to diseuss this material issue, its 
findings were insufficient. 


3. Several Of The Board’s Findings Were Contradictory 
And, Therefore, Insufficient. 


The findings of an administrative agency must be suf- 
ficiently definite to enable the Appellate Court to perform 
the task of judicial review. Greensboro-High Point Air- 
port Authority v. Civil Aeronautics Board, supra. This 
requirement of sufficiency has not been fulfilled when the 
Court is required to pick and choose between contradic- 
tory findings of the Board, made in the same opinion. In 
the Board’s opinion, Order No. E-11548 in the instant 
case the Board made contradictory findings with respect 
to (1) traffic integration; and (2) area integration. The 
Board’s findings with regard to these matters are, there- 
fore, insufficient to enable this Court to properly perform 
the task of judicial review. 


(a) The C.A.B. Made Contradictory And Therefore In- 
sufficient Findings With Regard To Traffic Integration. 


On page 5 of its opinion the Board found that the two 
areas proposed to be served by one carrier are not ‘suf- 
ficiently related traffic-wise to permit a sound integrated 
local service system. Yet, on page 6 the Board contra- 
dicts itself by stating that by the acquisition North Cen- 
tral would be given the opportunity to provide single- 
plane service to a number of pairs of cities which have 
“a fairly large traffic pool.” This is obvious contradiction. 
The Board is saying in the same breath, “it is and it 
aint.” 


(b) The Board Made Contradictory And, Therefore, In- 
sufficient Findings With Regard To Area Integration. 


On pages 2 to 5 of its opinion the Board found that 
the two areas served by North Central and Lake Central 
are not complementary and will not integrate. On pages 
8 and 10 the Board states that Lake Central is an ap- 
plicant for route extensions connecting its “natural trade 
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centers.” This is an obvious reference to Lake Central’s 
applications in the Great Lakes Local Service Investiga- 
tion Case, Docket No. 4251, which includes service to 
lower Michigan, Milwaukee, and many cities in the Upper 
Peninsular of Michigan, including the Soo. All of these 
points are north of the so-called separate and distinct 
Lake Central area. If Lake Central has “natural trade 
centers” in the North Central area, it does not follow that 
there is no integration between the two areas. 


4. The C.A.B. Made Insufficient Findings When §It 
Failed To Give Reasons For Its Departure From si ad 
Reported Norms. 


(a) Generally 


Administrative Agencies do follow case precedents, as 
do the Courts. This is illustrated by the fact that they 
set down and publish reasoned opinions in bound volumes. 
There would be no point in publishing such opinions ‘if 
there was no intention to use them in later decisions. The 
following of prior norms is desirable in the interest of 
impartiality, stability and efficiency in the administrative 
process. Generally, administrative agencies have not re- 
jected the doctrine of stare decisis, but they have refused 
to accept an inflexible rule which would deprive them of 
the power to undo what they have ‘set down in previous 
cases.¢ The Supreme Court has upheld an administrative 
agency’s right to develop new law on a case to case basis 
in the same way that the Courts have created an elaborate 
structure of common law, Security and Exchange Commis- 
ston v. Chenery Corp., 332 U.S. 194, 67 S. Court 1575, r 
L.Ed.1995 (1947) .*7 

Since an administrative agency may establish a “eom- 
mon law” of its own, is it arbitrary when the agency in 


16 See: The Doctrine of Precedent as applied to Administrative 
Decisions, 59 W.Va. Law Review, 111. 


17 See: Administrative Findings Reasons and Stare Decisis, 38 
Cal. Law Review 218. 
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a later case does not follow its earlier position? An 
administrative agency is not acting arbitrarily per se 
when it rejects a prior case established norm. There are 
various reasons why the norm may be validly rejected. 
Certainly, the Board would not be required to blindly 
adhere to a precedent which is clearly erroneous. The 
Board may also depart from prior decisions in order that 
an equitable solution may be given to a problem which 
has changed with the times, or which is peculiar to the 
case before it. Petitioner contends, however, that if the 
Board departs from a prior norm its findings are insuf- 
ficient if it fails to give sufficient reasons for this de- 
parture. To allow the Board to make an unreasoned 
departure from an established principle is to grant the 
Board power to make a decision at its caprice. This is 
a dangerous power and could lead to unlawful partisan- 
ship of the type experienced recently in the Federal Com- 
munications Commission if at any future time there 
should be appointed to the Board a man or men of less 
integrity than that of the present highly respected Board 
members. In that case there would be no protection 
against unfair and careless decisions of the Board. In 
National Labor Relations Board v. Mall Tool Co., 119 
F.2d 700, the Court recognized the desirability of adher- 
ing to administrative precedent when it said: 


“Consistency in administrative rulings is essential, 
for to adopt different standards for similar situations 
is to act arbitrarily.” 


The Supreme Court consummated the principle that ade- 
quate reasons must be given for an administrative agency’s 
departure from prior norm in the case of Secretary of 
Agriculture v. U.S., et al. 347 U.S. 645, 74 S. Court 826, 
98 L.Ed. 1015 (1954). In that case Mr. Justice Frank- 
furter, in speaking for the majority for the Court wrote: 


“ 


. While the Commission has adumbrated the 
reasons that commended these charges to its approval, 
the Commission has not adequately explained its de- 
parture from prior norms... . 
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“We do not know whether the Commission has ais. 


regarded its own finding . . . or whether in order to 
meet an unusual situation, the Commission has iad 
fied the normal doctrine... .” 


The Court was not denying the Administrative mere 
discretion in technical and complex matters. It recog- 
nized that the I.C.C. could and should modify the normal 
doctrine in unusual or changed circumstances. The Court 
only required that the Commission explain these de- 
partures so that proper judicial review could be conducted. 
See also: Baltimore and Ohio Railroad Co. v. U.S., 151 F. 
Supp. 258, 273; State Corporation Commissioners of Kan- 
sas v. U. S. 128 F. Supp. 646, 653. 

In Hall, et al v. Federal Communications pice. 
99 U.S. App. D.C.86, 237 F.2d 567(1956), this Court 
tackled the problem of administrative precedent. The 
F.C.C. had in a number of eases prior to the Hall Case used 
propogation curves as set out in its report orders, in 
connection with its opinions. However, in the Hall Case 
it refused to use the tables under essentially the same 
circumstances. In a very able opinion, Judge Bazelon con- 
demned the Commission’s action as arbitrary. He said: 


“For the Commission to deprive appellants of the 
propogation curves as a tool to measure coverage, 
while approving its own use of the curves... is 
arbitrary and capricious.” 

Clearly, the Court in the Hall Case was concerned with 
the unfairness of the Commission’s actions. It would not 
allow the F.C.C. to use a double standard. The require- 
ment that an administrative agency gives reasons for its 
departure from prior norms helps to insure fairness. _ 

In McKay v. Wahlenmaier, 96 U.S.App.D.C. 313, 226 
F.2d 35 (1955), this Court, in the interest of fair dealing, 
would not allow the Secretary of Interior to depart from 
a long established standard for the fair treatment of all 
applicants. In that case, the precedent was merely one 
of usage. It had not been established by case law, and it 
had not been embodied in regulation. If such a precedent 
is given full effect by the Court, surely it is not too much 
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to ask that an administrative agency give sufficient reason 
for its departure from a precedent which is well grounded 
in case law. 

In this case the Board has based its decision on the 
findings: 

1. That the two areas are not complementary, and 
that there is a lack of traffic between the routes of the 
two carriers; 

2. That merger would create a local service carrier of 
unprecedented size. 

Both of these criteria, upon which the Board bases its 
conclusions, are departures from prior norms. 


(b) The C.A.B. Has Not Explained Its Departure From 
Prior Norms With Respect To Integration In Ac- 
quisition And Merger Cases. 


The Board bases its decision in this case largely on the 
findings that the North Central and Lake Central “are 
not complementary trade areas’’, and that there is a lack 
of traffic integration between the routes of the two car- 


riers (page i, Board’s opinion H-11548 of July 9, 1957). 
This is a clear departure from the prior norm established 
in the Arizona Monarch Merger Case, 11 C.A.B. 246. In 
that case, the Board held: 


“Tt must be remembered, however, that we are not 
dealing with trunkline air carriers but are faced with 
the merger of two local or feeder airlines. .. . It ts 
not essential that the routes of two companies be com- 
plementary.” 

“We are of the opinion that the only real issue pre- 
sented with respect to the question of integration is 
that which relates to the economies which would be 
achieved through the joint use of facilities, equip- 
ment, and personnel.” (Emphasis supplied) 

How is it that the Board held in the Arizona-Monarch 
Case that it is not necessary that the routes of the com- 
panies be complementary, yet in this ease they held that 
it is essential that the trade areas of the two airlines be 
complementary. The Board could be applying an arbi- 
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trary double standard here. If so, their findings should 
be reversed for arbitrariness. The Board should be re- 
quired to give reasons for its departure from the Arizona- 
Monarch Case, so that this Court will be able to tell 
whether its findings are arbitrary. 

There is abundant evidence on the whole record as re- 
ferred to in other sections of this brief, which shows that 
the two airlines will integrate economically, (ie. integra- 
tion permitting economies through the joint use of facili- 
ties, equipment and personnel and through subsidy sav- 
ings). North Central pointed a large portion of its case 
toward the showing that there will be economic integra- 
tion. Is the Board now to be permitted to arbitrarily 
dismiss the question of economic integration without ex- 
planation, when in the Arizona-Monarch Case, it deter- 
mined that integration relating to the economies was of 
paramount importance? Is the Board to be allowed with- 
out stating a reason to use the arguments of lack of 
traffic and area integration as a primary basis for its 
refusal of approval of the acquisition when in the Ari- 
zona-Monarch Case it stated that, it is not essential that 
the routes of the two companies be complementary?” In 
Southwest-West Coast Merger Case, 14 CAB 356, ap- 
proval of a merger between the two companies was de- 
nied, but the Board followed the same principle as ex- 
pressed in the Arizona-Monarch Merger Case. The ap- 
proval was denied because there would have been a sav- 
ings of only $9,450.00. The decision of the Board wais 
based upon what was believed to be two more beneficial 
mergers. 

if the established principle that the basic consideration 
in acquisition and merger cases is economic integration, 
as established in Arizona-Monarch and applied in South- 
west-West Coast is erroneous, or if the circumstances in 
this case are unique, so as to justify a departure from 
this established principle, then at least it is encumbent 
upon the Board to state these reasons. The Board has 
not stated its reasons here, and therefore, its findings are 
insufficient. 
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(c) The Board Has Not Explained Its Departure From 
Prior Norms With Respect To The Size Of The Com- 
bined Systems In Acquisition Cases. 


Another basic reason for the Board’s refusal to approve 
the acquisition was that the merger of the two systems 
would create a local service carrier of unprecedented size 
(page i. of the Board’s opinion E-11548 in the instant 
case). On page 5 of its opinion, the Board finds that the 
proposed acquisition would create a local service system 
with a route mileage extending close to 5,000 miles. It 
further found that the system would comprise more route 
mileage than the largest local service system. North 
Central does not concede that these ultimate findings sup- 
port the conclusion that the acquisition is inconsistent 
with the public interest,’® but arguendo, even if we do, 
the Board has, without explanation, departed from prior 
norms relating to size in acquisition cases. 

In the Mississippi Valley Case, 8 C.A.B. 726, 752, the 
Board stated that an incidental result of the extension of 
the Parks system from the North Central and Great Lakes 
area, will be a demonstration of the effectiveness of in- 
creased size of local operations in meeting the problems 
of operating costs, equipment utilization, and financing. 
In the Texas-Oklahoma Case, 7 C.A.B. 481, 537, the Board 
recognized that the only practicable way to achieve lower 
unit cost was to permit the local carrier to operate enough 
route mileage to be enabled to spread its overhead and to 
achieve maximum utilization of its flight equipment. By 
these two cases the Board indicated that an increase in 
size would be advantageous to the carriers involved and 
also the public, when economies result therefrom. 

In the Monarch-Challengcr Merger Cuse, 11 C.A.B. 33, 
the Board explained more definitely and established a 
norm on the question of size as it applies to merger cases. 
There the Court said, speaking of the objections of cer- 
tain trunklines to the merger: 


18 See Section A.1. supra. 
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“We do not share the concern of these carriers that 
the increase in size of a feeder carrier, per se, en- 
dangers their operation. We have constantly endeav- 
ored to avoid establishing competition between and 
trunkline carriers and we see no reason for abandon- 
ing this policy. Hence, we are not impressed with the 
argument that the increase m size of the feeder com- 
pany represents a danger to the so-called regional 
trunkline operators.” (Emphasis Supplied) 


The Board, therefore, took the position that it is not ad- 
verse to an increase in size of a local service canTA®, 
per Se. 

The fact that a feeder line is larger than trunklings 
does not mean that the feeder will not perform the local 
service for which it was certificated. In the Arizona- 
Monarch Merger Case, supra, the Board created a system, 
Frontier Airlines, involving more route mileage than eight 
of the trunklines (Appendix G to North Central’s brief 
on Petition for Reconsideration, docket No. 5770, NOR- 
121-125). The Board thereby made Frontier the largest 
local service air carrier. They had no compunctions in 
that case about the fact that Frontier by the marger 
would attain “unprecedented size.” Why do they now rely 
on the concept of “unprecedented size” in denying ap- 
proval of North Central’s proposed acquisition of Lake 
Central? Whenever the Board grants Frontier a route 
extension it confers “unprecedented size.” In the Service 
to Phoenix Case, CAB Docket #6247 Order #E-11833 
(1957), and the Williston Basin Area Case, C.A.B. Docket 
#5777 Order #H-8527 (1954), the Board awarded Fron- 
tier extensive new routes. In the Seven States Area In- 
vestigation, C.A.B. Docket No. 7454, now before the 
Board, a large route increase for Frontier Airlines, has 
been recommended, without concern that it will give 
Frontier “unprecedented size.” The Board in denying ap- 
proval of the acquisition at bar is using the double stand- 
ard which was condemned by this Court in Hall vs. Fed- 
eral Communications Commission, supra. The Board 
previously sanctions the unprecedented size of Frontier 
but applies a different standard to North Central. The 
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double standard is manifestly unfair and has a dangerous 
tendency to lead to partialty and arbitrariness if the 
Board is not required to give reasons for its departure 
from prior norms. 

In the Continental-Pioneer Acquisition Case, C.A.B. 
Docket #6457, Order No. E-8803 (1954) the Board ap- 
proved the acquisition of a feeder line by a trunkline, 
and thereby created a system which is far larger than the 
combined systems proposed in this case (NOR-121). In 
that case, the Board was not concerned over the effect of 
the size of the combined Continental-Pioneer systems on 
the provision of local service in the area involved al- 
though Continental would still have to provide local 
service over the Pioneer system. The Board was con- 
cerned not with the size aspects of the proposed merger, 
but as in the Arizona-Monarch Case, supra, with the 
economies involved. In the Colonial Eastern Acquisition 
Case, Docket No. 6998, Order Nos. E-9945, E-9946 (1956) 
the Board permitted Eastern to acquire Colonial, whose 
operations were essentially of a local service nature in the 
New York area. The Board did not concern itself that the 
combined systems would occupy a large area from Mexico, 
across the United States to Canada. It did not find that 
the “unprecedented size” of the combined Eastern and 
Colonial systems would effect adversely the provision of 
local type service in the Colonial area. 

As established in the above eases, the size is not per se 
an important factor in the determination of inconsistency 
with the public interest and the Board favors size when 
the economies result therefrom. Why has the Board de- 
parted from this norm and now seized upon size as an all 
important consideration in this case. If there is no reason, 
the Board has acted arbitrarily. If there is a reason, the 
Board should have stated it under the doctrine of Secre- 
tary of Agriculture v. U.S., supra. Its failure to state 
a reason makes its findings insufficient. 
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D. Considering The Record As A Whole, The Findings 
Of The Board Are Not Supported By The Substantial Evi- 
dence. 


The Administrative Procedure Act, Section 10(e) : 60 
Stat. 243,5 U.S.C. Sec.1009, gives this Court the power to 
set aside agency action, findings, and conclusions which 
are unsupported by substantial evidence. In making this 
determination the Court is required to review the “whole 
record.” The Civil Aeronautics Act of 1938, Section 
1006(e), 52 Stat.1024,49 U.S.C. Sec.646, provides, “the 
findings of fact by the Authority [Board], if supported 
by substantial evidence, shall be conclusive.” Petitioner 
contends that the findings of the Board in this case are 
not supported by the substantial evidence considering the 
whole record. 

Substantial evidence must take into account whatevér 3 in 
the record fairly detracts from its weight. The Court 
on judicial review must consider, not only the evidence 
which will support the Board’s conclusion but also evi- 
dence in opposition to it. It is mot enough that the 
evidence considered by the Board, standing alone, is suffi- 
cient to support the conclusion. Such evidence must be 
considered in the light of its relative importance to all 
the evidence presented. Universal Camera Corporation 
v. Natwnal Labor Relations Board, 340 U.S.474, 71 
S.Ct.456 (1951). | 

The purpose of the “whole record” test is to limit the 
opportunity for transmuting a preconception into an 
order or decision, by picking and choosing what will sup- 
port that preconception and wilfully ignoring what weighs 
against it.® 

"Th applying the “whole record” test it has been iad 
that it is not the duty of the Court to consider the weight 
of the evidence; but substantiality of the evidence is a 
question of law, and in determining it the Court must 
necessarily consider the facts. Community and sic i 


19 Judicial Review: Substantial Evidence On The Whole Record, 
64 Harvard Law Review, 1233. 
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Corporation v. United States, et al., 156 F.Supp.440(1957). 
The Court must weigh the evidence in a legal sense. The 
evidence is weighed not to determine whether the evidence 
supporting the Board’s findings is more convincing than 
evidence to the contrary, but for the purpose of compar- 
ing both and determining whether the evidence followed 
by the Board is substantial when compared with all the 
evidence in the record on this subject. NZRB v. Falls 
City Creamery Co., 207 F(2d)820(1953). The “whole rec- 
ord” test under the Administrative Procedure Act tests 
the rationality of administrative findings of fact, taking 
into account the evidence on both sides. 

In determining the substantiality of supporting evi- 
dence, one of the factors to be considered with the “whole 
record” is the hearing examiner’s findings. Universal 
Camera Corporation v. NLRB, supra. The hearing ex- 
aminer’s findings should be given reasonable probative 
force in answering the question whether evidence sup- 
porting the Board’s order is substantial. Pierce vs. Se- 
curittes and Exchange Comm., 239 F.2d 160; Folds v. 
Federal Trade Commission, 187 F.2d 638; In Re: United 
Corp., supra, Minneapolis-Honeywell Regulator Co. v. 
Federal Trade Commission, 191 F.2d 786; National Labor 
Relations Board v. Supreme Bedding & Furniture Manu- 
facturing Co., 196 F. 2d 997. The Board ignored the hear- 
ing examiner’s findings that the acquisition was in the 
public interest. 

A number of the findings of the Board in this case, 
which it uses to reason to its conclusion, are not sup- 
ported by the substantial evidence on the whole record, 
and, therefore, should not have been given force and 
effect in the determination of whether or not the pro- 
posed acquisition would be inconsistent with the public 
interest. Evidence is at the very base of the pyramid of 
rationality which has at its pinnacle a reasoned conclu- 
sion. If the evidence is not substantial the base crumbles 
and the pyramid falls. 
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1. The Finding Of The Board That The North Central 
and Lake Central Areas Do Not And Will Not aati 
Is Not Supported By Substantial Evidence. 


On page i. of its opinion H-11548 of July 9, 1957, the 
Board found that the areas served by North Central and 
Lake Central are not complementary trade areas. Qn 
page 95, it says, “We conclude that the two areas pro- 
posed to be served by one carrier are not sufficiently re- 
lated to each other in terms of local traffic requirements 
to permit a sound integrated local service system.” To 
support this proposition, the Board relies almost en- 
tirely on the 1954 lack of traffic flowing on local service 
carriers between the areas. We have already shown that 
the 1954 traffic conditions are no indicia of future traffic 
in section B-1 of this brief, and therefore that this basic 
finding does not support the ultimate finding that aber 
is no area integration.*° 

If the 1954 traffic flow on local service carriers is not 
evidence of area integration, what then is? The im- 
portant elements in area integration, to which the Board 
denied consideration, are those which show a community 
of interest between the areas, such as climatic, industrial, 
and educational conditions. Historical and social com- 
munity of interest is also an important consideration. 
North Central has shown that there is very little differ- 
ence in the climatic conditions between the two areas, by 
a study of past records through 1951. (NOR-61). Lake 
Central Employee Stockholders counter with the insignifi- 
cant evidence as to the different types of flora and fauna 
in the two areas, and the difference in agricultural aspects 
which can affect air travel very little. What possible 
difference can it make in the determination of inconsist- 
ency with the public interest, that the flowering Dogwood, 
and the Mockunut Hickory (LCES-321.31 and 321.41) 


20 The C.A.B. has found, that in the Parks Investigation Case, 
11 C.A.B. 779, the Mississippi Valley Case, 8 C.A.B. 726, 751, and 
the Chicago Detroit Route 7 Local Service Case (which was af- 
firmed by this Court in Lake Central Airlines v. C.A.B. supra) 
that these same areas do integrate. 
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grow in the Lake Central area, but not in the North Cen- 
tral area. North Central has also presented a deluge of 
evidence which shows that there is an industrial commu- 
nity of interest between the two areas. (NOR-65,70). 
By NOR-71 North Central shows the close inter-relation 
of business firms in the North Central and Lake Central 
areas. Testimony of several of the cities involved indi- 
eates that the additional service proposed by North Cen- 
tral is necessary because of this industrial community of 
interest. (TR.20,103,424,497,1876,1877,1894). By NOR-62, 
North Central provides a study of the population simu- 
larities of the two areas. Another important element to be 
considered in conjunction with area integration is the fact 
that the North Central and Lake Central route ‘systems 
connect at four points (Tr.258,NOR-156).71_ North Cen- 
tral showed that there is a large amount of historic inter- 
area traffic between these two areas. (NOR-175,p.5). This 
is further proof that the two areas are contiguous and 
would integrate well. 

All of this evidence presented by North Central is im- 
portant in determining whether the areas of the two 
carriers will integrate, so as to provide future traffic be- 
tween them. The Board, however, discussed none of it. 
They simply based their finding of no area integration on 
the irrelevant finding that there is little 1954 traffic be- 
tween the areas on local service carriers, therefore, this 
finding is not supported by the substantial evidence on 
the whole record. The Board is simply picking and 
choosing evidence to support its conclusion and neglect- 
ing the substantial evidence. 


2. The Finding Of The Board That North Central And 
Lake Central Were Certificated To Serve Separate And 
Distinct Areas Is Not Supported By Substantial Evidence. 


On page 2 of its Opinion, the Board found that North 
21In the Lima-Detroit Case, Order No. E-10960, Lake Central 


was certificated to serve Detroit. The two systems, therefore, now 
have five points in common. 
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Central and Lake Central were certificated to serve sep- 
arate and distinct trade areas. They state that, “North 
Central was authorized to operate a local service route 
extending north and west of Chicago .. ., while Lake 
Central was selected to serve the Ohio-Indiana area 
southeast of Chicago.”™ This finding is not supported 
by substantial evidence. North Central shows (NOR-156) 
that Lake Central has been certificated to serve Kalama- 
zoo and Grand Rapids.~ Both of these cities are north- 
east of Chicago, not southeast as found by the Board. 
Both of these cities are also north of the line between 
Detroit and Chicago. The certificated routes of the two 
carriers, therefore, are not only contiguous, but alsb 


overlapping, 


3. The Board’s Findings That the Better Method Of 
Strengthening Lake Central Is Through Route Extensions, 
Rather Than Through Acquisition, Is Not Supported By 
Substantial Evidence. 


On page 8 of its opinion the Board found that the 
strengthening of Lake Central can better be accomplished 
by route extensions than by the proposed acquisition. 
There is no evidence whatsoever on the record to support 
this finding. As pointed out in Section A.5. of this brief, 
there is nothing in the Civil Aeronautics Act or its legis- 
lative history which would give preference to route ex- 
tension proceedings under section 401 over merger of 
acquisition proceedings under section 408. Petitioner 
defies respondent, C.A.B. to show where the record dis- 


22JIn support of this position the Board miscites the Parks 
Investigation Case, 11 C.A.B. 779, 789. Actually, in the Parks Case, 
the Board found that the North Central, Great Lakes and Missis- 
sippi Valley routes “are not only so related ... as to give promise 
of an efficient and economically sound operation, but their natural 
geographic operation also appears adapted to the sound flow of 
traffic in and between these areas.’ 


23 The Board found in the Great Lakes Case, 8 C.A.B. 360 that 
Lake Central was certificated to serve lower Michigan atpais 
Grand Rapids and Kalamazoo, 
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closes that route extension would be a better method of 
strengthening Lake Central than the proposed acquisition. 
There is no such evidence. No evidence is ever substan- 
tial evidence. Moreover, the Board may with this finding 
be prejudging a route certification case. This is an im- 
proper reason for refusal to approve the acquisition. 


4. The Finding That the Acquisition Will Not Provide 
Substantial Benefits To A Large Volume Of Inter-Area 
Travelers Is Not Supported By Substantial Evidence. 


The Board on page 2 of its opinion, makes the flat 
statement that “We find nothing in the record to establish 
North Central’s claim . . . that the operation of routes 
86 and 88 as one entity would provide substantial benefits 
to a large volume of inter-area travelers.” This prompts 
the question on North Central’s part, “How far has the 
Board looked?” “. . . there is radiance and glory in the 
darkness could we but see, and to see, we have only to 
look.” ?* NOR-155 shows that 12,848 additional passengers 
would be benefitted by the acquisition. The Examiner 
backs this up on page 57 of his opinion when he states: 


“There is no reason why through service such as 
proposed by North Central as a result of the acquisi- 
tion cannot benefit considerably more than 520 pas- 
sengers annually since both areas have common in- 
terests in the form of a large agricultural population 
and the presence of several industries operating as 
suppliers of auto manufacturing plants.” 

It is obvious that the cities represented at the hearing 
do not share the universal pessimism of the Board as to 
the future benefits from the acquisition. Representatives 
from the cities of Cincinnati, Ohio, Kalamazoo, Grand 
Rapids, Battle Creek and Detroit, Michigan, Gary and 
Fort Wayne, Indiana, and Milwaukee, Wisconsin, all as- 
serted a need for improved service of the type proposed 
by North Central, and all appeared in favor of the ac- 
quisition. These cities represent the people who will be 


24“A Christmas Letter’, by Fia Giovanni (1513). 
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using the services of the combined systems and their word 
should be given great weight. 

North Central’s forecast of future inter-area traffic was 


set forth rationally and concisely in NOR-153-155, and 


NOR-177. The Lake Central Employee Stockholders gave 
no rational evidence to refute this forecast. The Ex- 
aminer and the cities to be served supported North Cen- 
tral’s position, yet the Board decided contrary to this 
overwhelming evidence and found that there would be no 
substantial benefit to a large number of inter-area travel- 
ers. Their finding is not supported by the substantial 
evidence on the whole record as required in Section 10(e) 
of the Administrative Procedure Act, Universal amare 
Corp. v. N.L.R.B., supra. 


5. The Finding Of The Board That By The oe 
North Central Will Take On The Characteristics Of A 
Trunkline Is Not Supported By Substantial Evidence. 


On page 6 of its opinion, the Board expressed the feel- 
ing that North Central would take on the characteristics 
akin to a trunkline and pose a threat to existing trunk- 
lines. There is no evidence on the record to support this. 
The distinction between a trunk line and a feeder line is 
a nebulous one. The Board has never taken it upon itself 
to delineate specifically what that distinction is. Some of 
the route segments served by so called feeder carriers 
are longer than some of those served by trunklines. Some 
of the feeder lines serve more route miles and cover wider 
areas than some of the trunk lines (see map in Appendix 
B to this brief and NOR-121). It is impossible, therefore, 
to define just what a trunkline is as compared with a 
feeder line. How then is it possible for the Board to find 
that by the acquisition North Central will take on the 
characteristics of a trunk carrier? Even if North Central 
would take on the characteristics of a trunk line, no evil 
consequences would result. The Board did not maintain a 
distinction between trunklines and feeders when it allowed 
Continental, a trunkline, to acquire Pioneer, a feeder line. 
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Contmental-Pioneer Acquisition Case, supra. If the ac- 
quisition is not inconsistent with the public interest, it 
does not matter one iota that North Central will take on 
characteristics akin to a trunkline. The trunklines have 
not expressed a fear that a new trunkline will be created. 
If such a danger did arise, the trunks would be the first 
to recognize it and to object. There is no objection from 
them here. 

It is the purpose of a local service carrier to intensely 
serve its area. North Central showed that it has given 
careful consideration to more intense service throughout 
both areas (NOR-189). The Examiner recognized (page 
67 of his opinion) that North Central serves its area with 
more frequent schedules than does Lake Central. 

In conjunction with its finding that North Central 
would take on characteristics akin to a trunk carrier the 
Board found that the “inevitable consequence” of the 
acquisition would be increased concentration by North 
Central on the lucrative traffic between larger cities and 
less service to smaller communities. This finding is com- 
pletely conjectural rationalization and has no basis on the 
record. To the contrary, Mr. Frank Buttomer, Vice- 
President of Traffic and Sales for North Central when 
asked if deterioration in service to small cities would 
result from the acquisition, testified : 


“No, that is ridiculous. It would be improved. We 
are specialists in short-haul service. Good faith is 
our record for what we have done in our communi- 


are approaching the structure of a trunkline and, 
therefore, our treatment of these communities will be 
very much like that of trunklines in the past. That 
simply is not true.” 

“We are dedicated to the type service we propose to 
give here....” (Tr.701). 


To hold that the inevitable consequence of the proposed 
acquisition would be neglect by North Central of the 


25 LCES-542 
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purpose for which it was certificated is to impugn the 
honesty and integrity of the North Central management, 
without sufficient findings. Does the Board have a cloudy 
erystal ball with which it determines future “inevitable 
consequences?” 


6. The Board’s Findings That Lake Central Has Already 
Shown Marked Improvement In Its Economic Condition 
Is Not Supported By The Substantial Evidence. 


The Board based its finding, that Lake Central has 
already shown marked improvement in its economic con- 
dition on a comparison between Lake Central’s 1955 and 
1956 (1) load factor (2) break-even need per revenue 
plane mile; and (3) ratio of break-even need per dollar: 
of commercial revenue (page 9, Board’s opinion E-11548, 
in the instant case). In doing this the Board was picking 
and choosing evidence in favor of its decision and neglect- 
ing the weight of the evidence on the whole record. In 
Appendix E to its Petition for Reconsideration Docket 
#5770 (the instant case) dated August 8, 1957, North 
Central added certain other factors to those set forth by 
the Board. These indicies, which cover 1955, 1956 and. 
1957 and which include those indicies cited by the Board 
for 1957 show that Lake Central has not shown arama 
improvement, if a complete analysis were made. 

The record shows that Lake Central is and has Sinaia) 
been in a precarious financial position. The evidence | 
shows that Lake Central has a weak financial rating with | 
Dun and Bradstreet (NOR 199,Tr.707); it had a cash 
balance of only $26,303.00 as of July 31, 1955 (NOR-39) ;: 
that it had a negative working capital of $205,000. on Sep- | 
tember 30, 1955 (Tr.1342); that it is undercapitalized | 
(Tr.1355). There is testimony that the Lake Central area , 
_is hemmed in by the carriers around it and that Lake | 
Central is too small to support an independent operation | 
without substantial subsidy for a long period to come, 
(Tr.358-360). There is also evidence to show that Lake 
Central is ranked next to last in total operating revenue | 
and last in net assets in relation to other local service ' 
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and trunk airlines (NOR 124,125). North Central has 
shown that Lake Central owes the amount of $184,262.00 
in past due debts. (NOR 173). 

In the face of all of this evidence the Board chose 
three relatively unimportant indicies to show that Lake 
Central had shown “substantial” improvement in its finan- 
cial position between the years, 1955 and 1956. This is 
clearly contrary to the “whole record test” as set out by 
the Supreme Court in Universal Camera Corp v. N.L.R.B., 
supra. 


7. The Board’s Findings That The Hostility Of Some Of 
The Employees Concerned In This Acquisition Would 
Greatly Magnify The Elements Of Confusion And Uncer- 
tainty Involved Is Not Supported By The Substantial Evi- 
dence. 


~~ 


On pages 7 and 8 of its opinion E-11548 the Board 
found that there was hostility between some of the parties 
concerned in the acquisition and that this hostility would 
greatly magnify the confusion and uncertainty which 
would naturally result from the acquisition. The Ex- 
aminer, on the other hand, treated the “hostility” as in- 
significant. He found that the resentment would dissolve 
of its own weight. This is particularly so because it is 
stimulated by self interest. The same stimulant would 
disappear after the self interest became contrary. 

He found further, that if it did not, North Central would 
undoubtedly be able to recruit new personnel to replace 
the hostile Lake Central employees.** Just what was the 
evidence on the record which led the Board to conclude 
that there was hostility and that it would magnify con- 
fusion and uncertainty? Here again, the Board was 
picking and choosing evidence to support its conclusion. 
There is evidence that the Lake Central employees had 
lost faith in their own management and that their morale 
was low as a result of an advertisement published by 


26 Page 79, Examiner’s Initial Opinion, Docket No. 5770 (the 
instant case). 
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North Central in certain Lake Central cities which ex- 
plained the acquisition, and North Central’s position in 
regard thereto, objectively to the inhabitants of those 
cities. The following excerpt from the testimony of Mr. 
John R. Paulson, director of Personnel of Lake Central, 
illustrates that the employees were not antagonistic to- 
ward North Central, but merely disappointed in their own 
management: 


“Examiner Pfeiffer: Was the concensus of splovess 
that they lost confidence in Lake Central or that they 
opposed being integrated with North Central? | 
think you said both at one time or another, and I am 
not sure what the concensus was. 
Mr. Pawson: I would say that the concensus was 
a loss of faith in the present management. 
Examiner Pfeiffer: It isn’t that “they oppose the 
merger but that this had a tendency to persuade them 
that their own management was no good? ! 
Mr. Paulson: Yes, that is true.” (Tr. 964-965). 7 
What hostility there was, for the most part, emanated 
from the Lake Central management (Tr.-700). It is quite 
obvious that these persons would not be absorbed into 
North Central in similar positions to those which 
they held with Lake Central. North Central could 
not use two Presidents, or two Vice-Presidents of Op- 
erations, for example. The only evidence presented by. 
Lake Central which would tend to show that there was 
hostility among some of the employees of Lake Central 
toward North Central was a rough guess by Mr. Donald 
S. Getchell, Vice-President of Traffic and Sales at Lake 
Central, that 10 Lake Central employees in the position of, 
Station Managers and Lead Agents had stated that they, 
would not work for North Central (Tr.-982). It is abso- 
lutely absurd to hold that North Central could not 
replace 10 Lake Central employees after the systems are’ 
integrated, or that their departure would otherwise cause 
chaos. Mr. Robert W. Clifford, Lake Central’s Vice- 
President of Operations, allayed the ery of hostility when 
he stated that he had never heard any Lake Central em-' 
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ployees state that they would not work for Lake Central, 
and further if the acquisition were approved that he 
would have no objection to accepting a position with 
North Central as a pilot (Tr.-1086). The Hearing Ex- 
aminer who received the evidence and heard this testi- 
mony found that the hostility was of very little conse- 
quence and would dissolve of its own weight. The Board, 
however, disregarded the Examiner’s findings and the 
substantial evidence that there was little or no hostility. 
The Board chose the meagre evidence that a little hostility 
did exist among a few employees because that evidence 
supported its conclusion, and their finding, therefore, was 
contrary to the “whole record” test as required by Section 
10(e) of the Administrative Procedure Act and as defined 
by this Court in Universal Camera Corp. v. N.L.R.B., 
supra. This finding should be set aside. 


E. Determination of Inconsistency With The Public In- 
terest Is A Balancing Process. 


Section 408(b) of the Civil Aeronautics Act of 1938 
requires that the Authority (Board) approve a proposed 
acquisition unless it finds that it will “not be consistent” 
with the public interest. In American Airlines, Inc., Ac- 
quisition of Conrtol of Mid-Continent Airlines, Inc., 7 
C.A.B.365, 372, the Board said: 


“The ultimate question to be decided in this proceed- 
ing is whether the proposed acquisition of control is 
not consistent with the public interest. Adjudication 
of this issue is a balancing process. No single factor 
is controlling; rather we must weigh all the considera- 
tions disclosed by the evidence relating to the high 
purposes enumerated in Section 2 of the Act, in order 
to caleulate as near as may be determined the prob- 
able net effect of the proposed transaction upon the 
public interest.” 


All of the factors in favor of approval by the Board are 
weighed against those factors which support disapproval. 
If the balance is a very delicate one, the scale may swing 
in the opposite direction if this Court sets aside one or 
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more of the findings of the Board. Even though several 
findings of the Board, which this Court may set aside as 
improper, are not sufficient individually to cause the 
Court to remand the case to the Board, considered colléc- 
tively they may be sufficient. Each improper finding 
should be given some weight. Several of them together, 
when removed from the scale may swing the balance in 
favor of North Central. In determining the balance in an 
acquisition ease it must always be kept in mind that the 
Board is required to approve the acquisition unless it is 
found that it will not be consistent with the public inter- 
est.27 At the outset, therefore, the balance is weighted in 
favor of the acquiring party. Before the C.A.B. may shift 
the balance and disapprove the acquisition it must over- 
come the weight of this inference. If this Court finds that 
the Board has not overcome this inference, it may not 
affirm the Board’s decision. 


CONCLUSION 


This is an important case in local airline development. 
It is important to North Central because of its future. It 
is important to the industry because the Board has set 
forth standards which are to guide the industry in future 
acquisitions. If the standards and findings are vague, 
indefinite, contradictory or inconsistent with prior norms 
or if the conclusions reached are illogical, or if evidence 
plainly demonstrates and compels a contrary conclusion, 
then the industry becomes confused and disillusioned. Its 
confidence in the Board is shattered. 

It is the policy of Congress as the presumption of 
Section 408(b) demonstrates; it is the policy of this 
Administration as demonstrated by the President’s Air 
Policy Committee Report; it is the policy of the C.A.B. 
as demonstrated by its official pronouncements and de- 





27 Section 408(b) of the Administrative Procedure Act, 52 Stat. 
1001, 49 U.S.C. 488. 
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cisions, to favor acquisitions. The reason for such over- 
whelming support is clear. If no monopoly issue is pres- 
ent, and none is raised here, a larger airline system is 
more efficient than a smaller one and more improved single 
plane service can be provided to the public. In the case of 
local service airlines, this efficiency of the largest system 
is reflected in reduced subsidies. In the instant case, this 
saving amounts to a minimum of $400,000 annually, ap- 
proximately a third of the subsidy then being paid to Lake 
Central Airlines. With respect to the new and integrated 
service, the record is replete with evidence of the plan to 
institute any number of new and integrated schedules 
which would be utilized by a large number of passengers 
annually. 

With so much public good resulting from the acquisi- 
tion why would it be opposed? The short answer for 
Hartman and Clifford, et al. is that they wish to substi- 
tute themselves for North Central and to take advantage 
of North Central’s contract with the Weesners now that 
the Lake Central stock is worth, by their own estimates, 
approximately five times the amount paid (LCES 514,p.1). 

What surpises petitioner is why the C.A.B. would accept 
the arguments of Hartman and Clifford, et al., with re- 
spect to the public interest when it is obvious that their 
private interest is their predominant consideration. It is 
similar to a man claiming fraud after he has borrowed 
money and refuses to repay. It is obvious that his claims 
are a sham. So here, the contentions of Hartman and 
Clifford were without merit, yet they were adopted by the 
C.A.B. 

Because the approval is so clearly in the public inter- 


28 Statement of Policy Respecting Economic Program of 1949 
issued Feb. 26, 1949; Annual Report of the C.A.B., 1950, p. 2; 
Eastern-Colonial Acquisition of Assets, Docket No. 5666 Order No. 
E-8446 dated June 17, 1954, App. I p. 1; Flying Tiger-Slick Mer- 
ger Case, Docket No. 6047 Order No. E-8022 dated Jan. 7, 1954, 
adopting Examiner’s Report p. 22; Continental-Pioneer Acquisition 
Case Docket No. 6457 Order No. E-8803 dated Dec. 7, 1954 p. 3; 
President’s Air Coordinating Committee Report on Civil Air Pol- 
icy, May 1954 p. 14. 
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est, the Board only with great difficulty could conjure up 
facts and figures, insufficient reasons and findings to sup- 
port its questionable conclusion that the acquisition was 
inconsistent with the public interest. In its efforts to 
obtain adequate justification, the Board was forced to 
utilize ultimate findings of fact which do not support the 
conclusion; basic findings of fact which do not support 
ultimate findings of fact; conclusions, ultimate findings 
of fact and basic findings of fact which were unsupported 
by substantial evidence when the record is considered in 
its entirety. Moreover, the findings made were clearly 
insufficient because they were vague or contradictory. 
Certain material issues asserted by North Central were 
not considered. No reasons were given for departing 
from prior established norms. 

Petitioner realizes the Board has a tremendous ander! 
taking to perform in regulating the air transportation 
industry. However, it cannot perform this responsibility 
intuitively. Petitioner cannot accept such an unfair and 
unjust decision as the instant case. The Board’s actions 


herein has run the gamut of errors. In all its years of 
regulation by the C.A.B. this is the first case petitioner 
has requested a reversal of the C.A.B. action. But today, 
our cup runneth over. We earnestly request this honor- 
able Court to reverse the legal errors committed by the 
respondent and issue an order reversing the C.A.B. and 
remanding this cause for further proceedings. ! 


Respectfully submitted, 


A. L. WHEELER 
Attorney for Petitioner 
1200 Sheraton Building 
Washington 5, D. C. 
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APPENDIX A 
STATUTES INVOLVED 


The following are pertinent provisions of the Civil 
Aeronautics Act of 1938, 52 Stat.973, et seq., 49 U.S.C.401 
et seq.: 


Section 2,52 Stat.980,49 U.S.C.402. In the exercise and 
performance of its powers and duties under this act, the 
Authority shall consider the following among other things 
as being in the public interest, and in accordance with the 
public convenience and necessity. 

(a) The encouragement and development of an air 
transportation system properly adapted to the present 
and future needs of the foreign and domestic commerce of 
the United States... 

(b) The regulation of air transportation in such man- 
ner as to recognize and preserve the inherent advantages 
of, assure the highest degree of safety in, and foster 
sound economic conditions in, such transportation, and 


to improve the relations between, and coordinate trans- 
portation by, air carriers; 

(ec) The promotion of adequate, economical, and 
efficient service by air carriers at reasonable charges 
without unjust discriminations, undue preferences or 
advantages, or unfair or destructive competitive practices. 


Section 408, 52 Stat. 1001, 49 U.S.C. 488. 
(a) It shall be unlawful unless approved by order of 
the authority as provided in this section— 


(5) For any air carrier or person controlling an air 
carrier, any other common carrier, or any person 
engaged in any other phase of aeronautics, to 
acquire control of any air carrier in any manner 
whatsoever. 


(b) Any person seeking approval of a consolidation, 
merger, purchase, lease, operating contract, or acquisi- 
tion of control specified in subsection (a) of this section, 
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shall present an application to the authority, and there- 
upon the authority shall notify the persons involved in 
the - - - acquisition of control, and other persons known 
to have a substantial interest in the proceeding, of the 
time and place of a public hearing. Unless after such 
hearing, the authority finds that the consolidation - - - 
acquisition of control will not be consistent with the pub- 
lic interest or that the conditions of this section will not 
be fulfilled, it shall by order, approve such - - - acquisition 
of control, upon such terms and conditions as it shall find 
to be just and reasonable and with such modifications as 
it may prescribe - - -. ; 


Section 412 (49 U.8.C.492). 

(a) Every air carrier shall file with the Atheattey ¢ 4 
true copy, or, if oral, a true and complete memorandum, 
of every contract or agreement (whether enforceable by 
provisions for liquidated damages, penalties, bonds, or 
otherwise) affecting air transportation and in force on 
the effective date of this section or hereafter entered into, 
or any modification of cancellation thereof, between such 
air carrier and any other air carrier, foreign air carrier, 
or other carrier for pooling or apportioning earnings, 
losses, traffic, service, or equipment, or relating to the 
establishment of transportation rates, fares, charges, or 
classifications, or for preserving and improving safety, 
economy, and efficiency of operation, or for controlling, 
regulating, preventing or otherwise eliminating destruc: 
tive, oppressive, or wasteful competition, or for regulating 
stops, schedules, and character of service, or for oeney 
cooperative working arrangements. 

(b) The Authority shall by order disapprove any ca 
contract or agreement whether or not approved by it, that 
it finds to be adverse to the public interest, or in violation 
of this Act, and shall by order approve any such contract 
or agreement, or any modification or cancellation thereof, 
that it does not find to be adverse to the public interest, 
or in violation of this Act. 


Section 1005 (f), 52 Stat.1023, 49 U.S.C.645, Bvery 
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order of the Authority shall set forth the findings of fact 
upon which it is based, and shall be served upon the 
parties to the proceeding and the persons affected by such 
order. 


Section 1006, 52 Stat.1024, 49 U.S.C.646. 

(a) Any order, affirmative or negative, issued by the 
Authority under this Act ..., shall be subject to review 
by the Circuit Courts of Appeals of the United States or 
the United States Court of Appeals for the District of 
Columbia upon petition, filed within sixty days after the 
entry of such order. After the expiration of said sixty 
days a petition may be filed only by leave of Court upon 
a showing of reasonable grounds for failure to file the 
petition theretofore. 


(e) The findings of facts by the Authority, if sup- 
ported by substantial evidence, shall be conclusive ... 

The following are pertinent provisions of the Adminis- 
trative Procedure Act of 1946, 5 U.S.C.1001 et seq.: 


Section 8, 60 Stat.242, (5 U.S.C.1007). In the cases in 
which a hearing is required to be conducted in conformity 
with section 7— 

(b) Submittals and decisions. 

Prior to each recommended, initial or tentative decision, 
or decision upon agency review of the decision of subordi- 
nate officers, the parties shall be afforded a reasonable 
opportunity to submit for the consideration of officers 
participating in such decisions (1) proposed findings and 
conclusions, or (2) exceptions to the decisions or recom- 
mended decisions of subordinate officers or to tentative 
agency decisions, and (3) supporting reasons for such 
exceptions or proposed findings or conclusions. The rec- 
ord shall show the ruling upon each such finding, conclu- 
sion, or exception presented. All decisions (including 
initial, recommended, or tentative decisions) shall become 
a part of the record and include a statement of (1) find- 
ings and conclusions, as well as the reasons or basis 
therefor, upon all the material issues of fact, law, or dis- 
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cretion presented on the record; and (2) the appropriate : 
rule, order, sanction, relief, or denial thereof. | 


Section 10, 60 Stat,243, (5 U.S.C.1009). 

(e) Scope of review.—So far as necessary to decision 
and where presented the reviewing Court shall decide all | 
relevant questions of law, interpret constitutional and 
statutory provisions, and determine the meaning or ap- 
plicability of the terms of any agency action. It shall (A) © 
compel agency action unlawfully withheld or unreasonably | 
delayed; and (B) hold unlawful and set aside agency 
action, findings, and conclusions found to be (1) arbitrary, | 
capricious, and abuse of discretion, or otherwise not in 
accordance with law; - - - (5) unsupported by substantial | 
evidence in any case subject to the requirements of sec- | 
tions 7 and 8, or otherwise reviewed on the record of any | 
agency hearing provided by statute; - - -. In making the | 
foregoing determinations, the Court shall review the: 
whole record or such portions thereof as may be cited by | 
any party, and due account shall be taken of the rule of | 
prejudicial error. | 
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APPENDIX C 


ISSUES IN RE: North Central Airlines vs. 
Civil Aeronautics Board 


I. DO THE FOLLOWING ULTIMATE FINDINGS OF | 
FACT, UPON WHICH THE BOARD HAS IN PART | 
BASED ITS CONCLUSION THAT THE PROPOSED | 
ACQUISITION IS INCONSISTENT WITH THE PUB.- | 
LIC INTEREST, SUPPORT THAT CONCLUSION: | 


A. That the proposed acquisition would create a local | 
service airline of “unprecedented size.” 
B. That Lake Central Airlines has improved its eco- | 
nomic condition. ! 
C. That there is little traffic between North Central | 
and Lake Central systems. ! 
D. That North Central was certificated to serve sep- | 
arate and distinct areas. ! 
E. That the strengthening of Lake Central can better | 
be accomplished through route extensions than through | 
the proposed acquisition. | 


Il. DO THE FOLLOWING BASIC FINDINGS OF — 
FACT SUPPORT THE RESPECTIVE ULTIMATE 
FINDINGS OF FACT? | 


A. Does the basic finding that there is virtually no | 
traffic flowing on local service airlines north and south | 
of the line between Chicago and Detroit support the ulti- | 
mate finding that there is no integration between the two | 
areas? | 
B. Does the basic finding that Lake Central has its | 
greatest load factor on segments served by trunk lines | 
support the ultimate finding that Lake Central can make | 
substantial progress towards self sufficiency within a | 
reasonable time? | 

C. Does the basic finding that there are “hostile rela- | 
tions between some of the parties concerned” toward | 
North Central and its acquisition of Lake Central sup- | 
port the ultimate findings that the rendition of reliable 
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and adequate service will be jeopardized for an inde- 
terminate period if the acquisition is approved? 


lil. DID THE CIVIL AERONAUTICS BOARD MAKE 
INSUFFICIENT FINDINGS OF FACT WHEN: 


A. The following of its findings are so vague as to be 
indiscernible. 


1. Its concept of a sprawling local service system; 

2. Its finding that Lake Central can make sub- 

stantial progress towards self sufficiency within a 
reasonable time. 

B. It failed to consider or make findings on the fol- 

lowing material facts placed in issue by North Central: 


1. That the proposed acquisition would furnish 
the Lake Central cities with 44% more service; 

2. That 12,848 more passengers would be conveni- 
enced per annum by the acquisition; 

3. That North Central’s superior economic fitness 
affects the provision of service to Lake Central cities; 

4. That the North Central-Lake Central system 
would integrate from an operational standpoint. 


C. It made contradictory findings with respect to: 


1. Traffic integration; 
2. Area integration. 
D. It failed to give reasons for its departure from 
prior reported norms affecting the approval of acquisi- 
tions. 


IV. CONSIDERING THE RECORD AS A WHOLE, 
WERE THE FOLLOWING FINDINGS OF FACT BY 
THE BOARD SUPPORTED BY SUBSTANTIAL EVI- 
DENCE: 


A. That the North Central and Lake Central areas do 
not integrate. 

B. That Lake Central and North Central were certifi- 
eated to serve separate and distinct areas. 

C. That the strengthening of Lake Central through 
extensions rather than strengthening by acquisition is the 
better method. 
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D. That the acquisition will not provide substantial 
benefits to a large volume of inter-area travelers. | 
E. That by the acquisition, North Central will take on: 
the characteristics of a trunk line. ! 
F. That Lake Central has already shown marked im- | 
provement in its economic condition. | 
G. That the hostility of some of the parties concerned | 
in this acquisition would greatly magnify the elements of | 
confusion and uncertainty involved. 
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COUNTER-STATEMENT OF QUESTIONS INVOLVED 


In the opinion of Lake Central Airlines, Inc., the fol- | 
lowing questions are involved in the petition for review in | 
this case: | 


1. Was the petition timely filed so as to give the Court : 
jurisdiction to review the Civil Aeronautics Board order | 
which petitioner seeks to set aside? | 


2. Were the Board’s basic findings adequate to sup- | 
port its ultimate statutory conclusion that the proposed | 
airline acquisition and merger would not be consistent | 
with the public interest? | 


3. Were the Board’s subsidiary findings adequate to sup- ! 
port its basic findings of fact? 


4. Were the Board’s findings of fact supported by sub- ! 
stantial evidence? ! 


Contrary to petitioner’s statement, Appendix C to the | 
petitioner’s brief does not represent an agreed statement — 
of issues but only petitioner’s views as to what are the | 
issues. (Prehearing Conference Stipulation, p. 2) 
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IN THE 


United States Court of Appeals 


For rue Disrricr or CotumsBia Cracuir 





No. 14,261 





NORTH CENTRAL AIRLINES, INC., Petitioner 
v. 
CIVIL AERONAUTICS BOARD, Respondent 


LAKE CENTRAL AIRLINES EMPLOYEE 
STOCKHOLDER GROUP, 
LAKE CENTRAL AIRLINES, INC., 
Intervenors 





On Petition for Judicial Review of Orders of the 
Civil Aeronautics Board 


eee 


BRIEF FOR INTERVENOR LAKE CENTRAL 
AIRLINES, INC. 





COUNTER-STATEMENT OF THE CASE 


In the opinion of the intervenor, Lake Central Airlines, 
Inc., (hereinafter called ‘‘Lake Central’’), petitioner’s 
statement of the case contains many inaccuracies which re- 
quire correction and omits many relevant facts which. 
should be covered. 


The statement contains very little about the Board pro-' 
ceedings which are involved, but consists for the most. 
part of an irrelevant and argumentative attack upon the 
integrity of Lake Central and its officers. The correct facts | 
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as to Lake Central and its position in this case are set 
forth below. 


Both Lake Central and North Central are local service 
carriers authorized to provide air transportation as a part 
of the Board’s policy to develop a group of carriers with 
the primary function of providing air service to the smaller 
cities of the country. Between 1946 and 1948 some twenty 
carriers were authorized by temporary certificates to op- 
erate local service routes in various parts of the nation. 
It was the Board policy in establishing these routes to limit 
service by a carrier within particular economic or geo- 
graphical areas and to certificate the applicant most closely 
identified with the area so that its efforts would be directed 
to providing local service and not be wasted in other en- 
deavors. Florida Case, 6 CAB 765, 789, 790 (1946) ; Rocky 
Mountain States Air Service, 6 CAB 695, 737 (1946) ; West 
Coast Case, 6 CAB 961, 981, 996 (1946) ; New England Case, 
7 CAB 27, 40 (1946); Tezxas-Oklahoma Case, 7 CAB 863, 
899 (1947); Great Lakes Area Case, 8 CAB 360, 398, 399 


(1947) ; Middle Atlantic Case, 9 CAB 131, 169, 178 (1948).? 


The certificate of North Central was originally granted 
in 1946 to its predecessor company, Wisconsin Central, to 
provide local air service in the area northwest of Chicago 
embraced by Wisconsin, eastern Minnesota and upper 
Michigan. North Central Case, 7 CAB 639. Subsequent 
additions have given the North Central’s system the 
form shown on the map at the beginning of petitioner’s 
brief. Its basic routes are still in the area northwest 
of Chicago. 

1 Local service carriers, in contrast to trunk carriers are, with certain excep- 
tions, required to serve intermediate points on all flights and thus provide a 
true local service. 

2 Three of the original local service carriers, Florida Airways, Mid-West 
Airlines, and Wiggins Airways (New England) have discontinued operations. 
The Board has approved mergers of Challenger and Monarch (11 CAB 33); 
Arizona Airways-Monarch (11 CAB 246); and West Coast-Empire (Order No. 
E-6459, dated May 26, 1952). It disapproved the proposed merger of South- 
west Airways and West Coast Airlines (11 CAB 999). 
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The certificate held by Lake Central was originally is- 
sued in 1947 to the Roscoe Turner Aeronautical Cor- 
poration, headed by the famed aviator of that name, for 
the purpose of providing local air service in the populous 
Ohio, Indiana area. Great Lakes Area Case, 8 CAB 360. 
The certificate authorized service through the area over, 
a route designated as Route 88 between Grand Rapids and 
Cincinnati and between Chicago and Louisville via various) 
intermediate points. Prior to the activation of this certi- 
ficate, it was transferred with Board approval to Turner 
Airlines, Inec., a corporation whose principal stockholders: 
were the Weesner family which was engaged in various 
aeronautical enterprises. Turner Air., Certificate Transfer, 
10 CAB 695 (1949). Operations over the certificated routes. 
were commenced by Turner Airlines on November 12, 1949. 
The name of the carrier was subsequently changed to Lake 
Central Airlines. 3 


In 1951 Lake Central’s application for renewal of its 
temporary certificate and for certain modifications and ex- 
tensions of its routes was heard by the Board in the In-) 
diana-Ohio Local Service Case, 16 CAB 880.* During the 
course of this proceeding there came to the attention of the, 
Board that the Weesners and Mr. R. W. Clifford, then a 
vice-president, might have violated certain provisions of, 
the Civil Aeronautics Act and Board regulations. The 
Board, therefore, issued an order, No. E-6138, dated Febru-, 
ary 21, 1952, to consider the carrier’s legal fitness under 
Section 401(d) of the Civil Aeronautics Act (49 U.S.C. 
481(d)) to operate the service involved, a pre-requisite to 
a renewal of its certificate.* On October 17, 1952, the Board’ 


3 The certificate expired on February 6, 1951. However, Lake Central’s 
operating authority continued under Section 9(b) of the Administrative | 
Procedure Act (5 U.S.C. 1008(b)) pending decision on the carrier’s applica- ; 
tion for renewal filed on October 4, 1950. 


4 Contrary to petitioner’s statement (Pet. Br. 2), Order No. E-6138 made | 
no reference to ‘‘Lloyd Hartman et al’’, nor did the order say anything 
about determining the ‘‘honesty’’ of Lake Central’s management as also | 


alleged by petitioner. 
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issued an interim opinion in the proceeding. (16 CAB 944) 
This opimion made no findings of any violations of the 
statute or of Board regulations by anyone connected with 
Lake Central’s management. The opinion, contrary to 
the statements of petitioner (Pet. Br. 3), did not adopt any 
findings or discussion of the examiner on this subject.5 
However, the Board did find (page 946) that on ‘‘the basis 
of the existing record, we are unable to make the statutory 
findings required under section 401, that the carrier is pres- 
ently fit, willing, and able.’”’ The Board also noted that the 
application for acquisition of Lake Central by North Cen- 
tral under which the Weesners would be eliminated from 
the picture, had been filed, but that this application would 
require lengthy hearings to determine whether or not it met 
the test of the public interest under Section 408 of the Act 
(49 U.S.C. 488). The Board, therefore, concluded: (page 
947)® 


‘‘In these circumstances we believe it entirely con- 
sistent with the public interest for us to provide an 
opportunity to the present owners of Lake Central to 
make what would be considered an offer of settlement 
if this were an enforcement proceeding. The parties 
now owning and managing Lake Central have already 
evinced a desire to withdraw from this company by 
their execution of the aforesaid merger agreement. 
Were they to provide through a voting trust an in- 
terim substitute management under the direction of a 
trustee who could be approved by the Board to hold 
office until the Board should approve either the ac- 
quisition of control by Wisconsin Central, or some 


5 The only portions of the examiner’s initial decision in the proceeding ever 
adopted by the Board are set forth at 16 CAB 901-931 and do not cover 
this subject. 

6 Petitioner states (Pet. Br. 3) that ‘‘on the basis of North Central’s con- 
tract and its fitness, the Board continued Lake Central’s certificate for a thirty 
day period.” The inaccuracy of this statement is evident from, the Board’s 
finding and the fact that Lake Central’s authority to operate did not expire 
until the entry of a final order in the case and when such order was entered 
on December 30, 1952, the certificate was extended until the end of 1954. 
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comparable arrangement whereby permanent divesti- 
ture of control would be affected, the questions as to 
the carrier’s fitness could be resolved for this interim 
period. In addition, it is possible that the doubts as 
to the financial fitness of the carrier could be solved 
through equipment leases and the improved credit po- 
sition which the settlement of this certificate proceed- 
ing would bring about. In any event before we take 
any final action we will allow the owners of Lake Cen- 
tral a period of 30 days to explore and bring forward 
an offer of adjustment of the above character, for this 
interim period, which will adequately protect "the pub- 
he and the interest of parties alike. If we have no 
satisfactory offer of a solution in this period, we will 
then consider such other powers as we may have which 
may be exercised in this situation to protect the paul 
interest.’? (Emphasis supplied) | 


The agreement divesting the Weesners of control of Lake 
Central, as suggested by the Board, was executed on No- 
vember 18, 1952, and filed with the Board. The agency then 
reopened the record on the carrier’s application for re- 
newal of its certificate to consider Lake Central’s legal 
fitness ‘‘under the management contemplated by the voting 
trust agreement, including the carrier’s financing plans.’’ 
A hearing was held thereon and the Board on December 
30, 1952, issued an order and opinion in the Indiana-Ohio 
Local Service Case, 16 CAB 886, approving the arrange- 
ments and renewing Lake Central’s certificate for a fur 
ther period up to December 31, 1954. The Board speci- 
fically found Lake Central fit, willing, and able to properly 
perform the air service authorized by its certificate and to 
conform to the statute and Board regulations (16 CAB 
901). In so doing, it made the following findings with 
respect to the control and management of Lake Central 
under the new set up: (16 CAB 888, 889) 


‘‘The evidence indicates that a voting trust agree- 
ment was executed on November 18, 1952, between 
Roseoe P. Weesner, Williams W. Weesner, and cer- 
tain other Lake Central shareholders, and "Harry V. 
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Wade, president of the Standard Life Insurance Com- 
pany of Indianapolis and one of the leading business- 
men in the State of Indiana, whereby Mr. Wade is to 
become voting trustee with ‘full and unqualified right 
and authority to vote and to execute consents with re- 
spect to all shares of stock’ trusteed. 


‘‘Upon execution of the agreement, all officers and di- 
rectors of Lake Central submitted their resignations, 
and Mr. Wade designated the following as directors of 
the corporation: 


‘‘1, Dr. Robert B. Stewart, vice-president, and 
treasurer of Purdue University, who has for many 
years directed the aviation training programs of the 
aviation activities of its affiliated corporations, Purdue 
Research Foundation and Purdue Aeronautics Cor- 
poration. 


‘2. Cecil A. Berry, vice-president and trust officer of 
the Indiana National Bank of Indianapolis, the largest 
bank in Indiana. 

‘<4. William H. Kreig, a prominent Indianapolis at- 
torney, who is a partner in one of the leading Indiana 
law 


‘‘Provision was also made for a fifth director, who 
will be the general manager of Lake Central, a post 
which has not yet been filled. Pending employment 
of a general manager, the board of directors have 
placed responsibility for day-to-day operations in the 
hands of Lloyd W. Hartman, who has been made exec- 
utive vice president and treasurer, and Robert W. 
Clifford, who has been named vice-president, opera- 
tions. Both Mr. Hartman and Mr. Clifford were officers 
of Lake Central during the period when the carrier 
was under Weesner management and contral. 


‘‘From the testimony of Dr. Stewart at the hearing, 
it is clear that the new management intends to effect 
a complete and actual separation of Lake Central from 
the Weesner interests.’’ 


This management of Lake Central has continued for the 
nearly five and a half year perior since the Board’s order. 
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During this period Mr. Wade, the voting trustee, has been 
replaced by Mr. Joseph J. O’Connell, Jr., former Chairman 
of the Civil Aeronautics Board and General Counsel of 
the Treasury Department, and now a senior partner of the 
Washington, D. C. law firm of Chapman, Walsh and 0’Con- 
nell, (Tr. 3063), who has also become chairman of Lake 
Central’s board. In order No. H-9405, dated July 18, 1955, 
the Board approved the addition of the following directors 
to the Lake Central Board supplementing those listed 
above: 


(1) Joseph J. O’Connell, Jr., 
Voting Trustee 

(2) Gwin Hicks, 
President of Lake Central 


(3) Lloyd W. Hartman, 
Executive Vice-President and Treasurer 


(4) Harvey Goff, 


Pilot and Captain on Lake Central. 


By order No. E-9717, dated November 7, 1955, the Board 
approved the addition of Eugene Duffield, editor of the 
Cincinnati Enquirer, and Robert W. Clifford, vice-presi- 
dent in charge of operations.” These are the professional 
and businessmen in charge of Lake Central in whom the 
Board has repeatedly shown its confidence by extending 
the voting trust arrangement and by expanding Lake Cen- 
tral’s operations. 


Thus in Order No. H-8931, dated February 3, 1955, the 
Board approved an amendment to the voting trust agree- 
ment which had the effect of continuing the arrangement 
regardless of a transfer of ownership of the voting trust 


7 Mr. Duffield resigned from the Board and was replaced on April 12, sos 
with CAB approval, by Mr. Albert Sabo, the carrier’s Chief Pilot. (Orders 
No, E-11252) 
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certificates. At the same time the Board relieved the car- 
rier of the obligation of filing copies of minutes of meetings 
of its Board of Directors and of the holders of the voting 
trust certificates. 


The Board has also granted Lake Central several route 
extensions within the past four years® and has made per- 
manent its basic operations pursuant to act of Congress.” 
The route extensions required that the Board find the car- 
rier fit, willing, and able to undertake the operations, while 
the award of a permanent certificate involved a determina- 
tion that the service rendered by Lake Central after Decem- 
be 30, 1952 had been adequate and efficient within the mean- 
ing of Section 401(e)(3) of the Civil Aeronautics Act. (49 
U.S. 481 (e)(3)).2 


The Board’s continued scrutiny of Lake Central’s opera- 
tions and its repeated expressions of approval of the car- 
rier’s management and fitness demonstrate clearer than 
any argument the true character of petitioner’s attacks 


throughout its brief on Lake Central and its management. 


8In Order No. E-9404, dated July 18, 1955, the Board denied North Cen- 
tral’s motion to rescind this action. 


9 See Order No. E-8574, dated August 20, 1954 in Ozark Certificate Renewal 
Case (Docket No. 5988 et al.) awarding Lake Central its route between 
Chicago and Indianapolis via Bloomington, Terra Haute and Danville; Order 
No. E-8736, dated October 27, 1954, further extending Lake Central’s tem- 
porary certificate; Order Nos. E-10625 and E-11010, dated September 20, 1956 
and February 6, 1957 in the Erie-Detroit Service Case (Docket No. 6927 et. al.) 
extending Lake Central’s route from Youngstown to Erie and Buffalo; Order 
No. E-10755, dated November 9, 1956, in City of Portsmouth Service Investi- 
gation (Docket No. 7887) extending Lake Central’s route from Cincinnati to 
Portsmouth to Columbus; Order No. E-10960, dated January 8, 1957, extend- 
ing Lake Central’s route from Lima to Toledo and Detroit. (Docket No. 
7480 et. al.) 


10 Order No. E-9774, dated November 25, 1955. 


11 The Board has also during this period found Lake Central’s management 
to be honest, economical and efficient in mail rate proceedings before it under 
Section 406(b) of the Civil Aeronautics Act. (49 U.S.C. 486(b)); Order No. 
E-8107, dated February 16, 1954 (Docket No. 4156) ; Order No. E-9896, dated 
January 3, 1956. (Docket No. 7127) 
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It was against this background that the Board considereid 
North Central’s application in Docket No. 5770 to acquire 
control of Lake Central and merge the operations of the 
two carriers by transferring the Lake Central certificate 
to the acquiring company.” The latter intervened in the 
Board proceeding (Order No. E-7838, dated October 21, 
1953, Tr. 344), but did not take a position on the merits 
of the proposal. Lake Central did submit a book of ex- 
hibits (Tr. 3061-3148) to the Board containing information 
pertinent to the proceeding to aid in the decision. 


The Board’s Bureau of Air Operations actively partici. 
pated in the proceeding and wrote a brief to the examiner 
(Tr. 3586-3603) recommending against approval of the 
acquisition and merger on the grounds that (1) the reason 
which existed in 1952 for a merger of Lake Central, i.e. the 
Weesner control, no longer existed; (2) disapproval of the 
proposal would permit an immediate development of local 
air service in the Ohio-Indiana area while approval would 
delay proper development of such service for several years; 
(3) the acquisition would not accord with the Board’s es- 
sential reason for establishing local service carriers; (4) 
Lake Central is showing a steady improvement ; (5) the 
hostility which exists between the two carriers would af- 
fect the success of any merger. 3 


The Bureau also expressed the belief ‘‘that Lake Cen- 
tral’s present management is well qualified.”’ (Tr. 3990): 


On June 26, 1956, the examiner issued his initial deci- 
sion recommending approval of the proposed acquisition’ 
and merger. (Tr. 3670-3767). The basic finding on which 
this recommendation rested was the examiner’s belief that’ 
Lake Central’s system is too small and subject to too 
much trunkline competition to attain relative self-suffici-. 
ency in the foreseeable future so that a merger was the : 


12 The proceeding also involved a companion application in Docket No. 6024 : 
for approval of an interlocking directorate and management. 
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only alternative to continue subsidy. (Tr. 3725-3728, 3758, 
3759). 


When this recommendation came before the Board, it 
was opposed by the Bureau of Air Operations. (Tr. 3892- 
3905). The Bureau advised the Board of its belief that 
the management of Lake Central was ‘‘skillful and compe- 
tent’’ and that the carrier had an opportunity to build a 
sound independent local air service in the region it served 
which would be destroyed by approval of the merger. (Tr. 
3901). 


The Board agreed with its Bureau rather than with the 
examiner. (Tr. 4269-4301). The Board found that the pro- 
posed merger would result in a transport system destruc- 
tive of its concept of local air service while providing only 
negligible advantages. (Tr. 4272-4277). On the other side 
of the coin, the Board rejected the examiner’s pessimism 
as to Lake Central’s future. It analyzed the improvements 
in the carrier’s operations and its opportunities for the 
future and concluded that ‘‘we differ sharply with the ex- 
aminer’s prognosis for Lake Central.’’ (Tr. 4278-4280). 


It is this exercise of judgment that North Central seeks 
to have set aside in this case. Lake Central opposes that 
petition because it believes the Board’s order meets ap- 
plicable legal requirements and because a remand would 
prolong the cloud of uncertainty in which the carrier has 
been forced to operate during the five year pendency of 
the acquisition application before the Board. The Bureau 
of Air Operations has pointed out that the existence of 
the acquisition contract has made it difficult for lake Cen- 
tral to secure needed capital. (Tr. 3589, 3590, 3894). Tihe 
Board also made reference in its opinion to the ‘‘hampering 
effect’? of the pending acquisition. (Tr. 4279). Affirm- 
ance of the Board order will enable the carrier to go for- 
ward in providing the public service it was created to per- 
form. 
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STATUTES AND REGULATIONS INVOLVED 


This case primarily involves Section 401(1), 408, 409, 412 
and 1006(a) and (e) of the Civil Aeronautics Act, (49 
U.S.C. 481(4), 408, 409, 412 and 646(a) and (e)) and Section 
10(a) and (c) of the Administrative Procedure Act (5 
U.S.C. 1009(a) and (e)). These provisions are set forth 
in full in Appendix A hereto. Other applicable stat- 
utory provisions or administrative regulations are cited 
or quoted at appropriate places in the brief. 


SUMMARY OF ARGUMENT 


1. The Court does not have jurisdiction to entertain 
the petition for review as it was not timely filed. Ju-' 
risdiction is based upon Section 1006(a) of the Civil 
Aeronautics Act which requires a petition for review: 
of Board action to be filed within 60 days of the 
entry of the Board’s final order in a proceeding ex-' 
cept upon leave of the Court for good cause shown. : 
The Board’s final order for which review is sought was 
entered on July 9, 1957 and the petition for review) 
was not filed until December 23, 1957, or 167 days after. 
entry of the order. No motion for leave to file out of time: 
upon good cause shown was made. The running of the stat-. 
utory period for review of the Board order was not tolled by | 
the filing with the agency of a petition for reconsidera-| 
tion of such order as there is no statutory provision there- | 
for and the Board’s own rules specifically provide that the | 
filing of such a petition does not affect the finality of its | 
order. Consolidated Flower Shipments, Inc—Bay Area 
v. Civil Aeronautics Board, 205 F. 2d 449 (9th Cir. 1953) ; | 
Northwest Marine Terminal Ass’n v. Federal Maritime | 
Board, 218 F. 2d 815 (9th Cir. 1955); Rodrigues v. Dunn, | 
128 F. Supp. 604, aff’d 249 F. 2d 958 (6th Cir. 1957). 


2. The Board’s ultimate conclusion that the proposed 
acquisition of Lake Central by North Central and the mer- | 
ger of the operations of the two air carriers was inconsist- | 7 
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ent with the public interest was amply supported by find- 
ings of fact which clearly disclose the basis of the agency’s 
decision and are related to the standards set up by Section 
2 of the Civil Aeronautics Act for the determination of 
such public interest. These findings reveal that the Board 
concluded that the proposed merger would create a local 
air service system with practically no traffic integration or 
advantage to the travelling public, which would be too large 
for effective local air service, and which would tempt North 
Central to neglect local air service in favor of traffic be- 
tween large cities. The Board also found that such a sys- 
tem would defeat the purposes of local air service and would 
create competition for trunk carriers contrary to Board 
policy in establishing a class of local carmers. Finally, 
the Board found that there is no need to create such a sys- 
tem in order to provide for Lake Central’s operation, as 
that carrier is steadily improving, and that the best pros- 
pect for satisfactory local air service in the Lake Central 
area is to develop the carrier’s operations through route 


adjustments and expansions. Nor did the Board, as North 
Central contends, make contradictory findings, omit mate- 
rial findings, or depart from established principles. 


3. These basic findings are in turn supported by sub- 
sidiary findings of fact with respect to the lack of traffic 
exchanged between the Lake Central and the North Central 
systems, the size and nature of the local air service system 
that would result from the merger, and Lake Central’s im- 
proving economic position. These findings clearly meet the 
standards laid down by this Court in Lake Central Air- 
lines v. Civil Aeronautics Board, 99 App. D.C. 226, 239 
F. 2d 46, 49 (1956). 


4. The Board’s findings, contrary to the contentions of 
North Central, are supported by substantial evidence. North 
Central’s argument is primarily a complaint with respect 
to the judgment exercised by the Board in evaluating 
the various factors involved rather than with the ab- 
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sence of evidence to support the agency’s conclusions. 
It as merely a repetition in another form of its argu- 
ments that the Board’s findings are inadequate because 
the agency based its conclusions upon factors with 
which North Central disagrees. An item by item examina- 
tion shows North Central’s claim to be without merit. 


ARGUMENT 
I 


THE COURT LACKS JURISDICTION BECAUSE THE PETITION 
TO REVIEW THE CIVIL AERONAUTICS BOARD ORDER WAS 
NOT TIMELY FILED 


The petition for review (page 4) states that the 
jurisdiction of this Court is invoked under Section 
1006 of the Civil Aeronautics Act (49 U.S.C. 646), and 
Section 10 of the Administrative Procedure Act. @ 
U.S.C. 1009). 


Section 1006(a) of the Civil Aeronautics Act read 
as follows: 


Any order, affirmative or negative, issued by the 
Authority under this Act, except any order in re: 
spect of any foreign air carrier subject to the approval 
of the President as provided in section 801 of this Act, 
shall be subject to review by the courts of appeals of 
the United States or the United States Court of Ap- 
peals for the District of Columbia upon petition, filed 
within sixty days after the entry of such order, by any 
person disclosing a substantial interest in such order. 
After the expiration of said sixty days, a petition may 
be filed only by leave of court upon a showing of 
reasonable grounds for failure to file the petition there. 
tofore. 


Section 10(c) of the Administrative Procedure Act pro. 
vides as follows: 


Every agency action made reviewable by statute ae 
every final agency action for which there is no other 
adequate remedy in any court shall be subject to judi, 
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cial review. Any preliminary, procedural, or interme- 
diate agency action or ruling not directly reviewable 
shall be subject to review upon the review of the final 
agency action. Except as otherwise expressly required 
by statute, agency action otherwise final shall be final 
for the purposes of this subsection whether or not 
there has been presented or determined any applica- 
tion for a declaratory order, for any form of recon- 
sideration, or (unless the agency otherwise requires 
by rule and provides that the action meanwhile shall 
be inoperative) for an appeal to superior agency au- 
thority. 


The Board action complained of in the petition for judi- 
cial review (page 1) is the agency’s disapproval of North 
Central’s proposed acquisition of control of Lake Central. 
The Board order and opinion disapproving the proposed 
acquis:tion, identified as Order No. E-11548, was entered 
on July 9, 1957. (Tr. 4269-4301). The petition for judicial 
review of this agency order was not filed until December 
23, 1957 or some 167 days after the date of entry of the 
order. The petition was thus filed 107 days beyond the 
date required by Section 1006(a) of the Civil Aeronautics 
Act and could not properly invoke the jurisdiction of this 
Court to review Board Order No. B-11548. 


This conclusion is not affected by the fact that North 
Central on August 8, 1957, filed with the Board a petition 
for reconsideration of Order No. E-11548, (Tr. 4308) and 
that this petition was denied by Board Order No. E-11932, 
entered on November 1, 1957 (Tr. 4394), 52 days prior to 
the filing in this Court of the petition for review. The 
fiing with the Board of the petition for reconsideration 
did not toll the running of time within which the statute re- 
quired North Central to file its petition for judicial reivew. 


Section 10(¢) of the Administrative Procedure Act 
quoted above provides that an agency order which is other- 
wise final shall not lose this quality of finality by the 
filing of a petition for reconsideration thereof with the 
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agency unless a statute provides to the contrary or 
unless there is within the agency an avenue for appeal 
to higher authority and the agency’s rules stay the 
operation of the order during such appeal. ! 


There can be no question but that Board Order No. E- 
11548, entered July 9, 1957, was a final agency action with- 
in the intent of the cited provision of the Administrative 
Procedure Act and thus subject to judicial review on and 
after that date. The order was entered as the culmination 
of a lengthy administrative proceeding pursuant to pro- 
visions of the Board’s Rules of Practice which specifically 
label action taken thereunder as ‘‘final.’’ These pro- 
visions are found in Rule 36 of the Board’s procedural rules 
(14 CFR 302.36) which reads as follows: 


Final Decision of the Board. Upon submittal of 
a case to the Board for final decision on the merits 
the Board will consider the whole record, including the 
initial or recommended decision of the Examiner or its 
tentative decision, and the exceptions thereto, will re- 
solve all questions of fact by what it deems to be the 
greater weight of the evidence thereon, will make 
its decision, stating the reasons or basis mienetoy, 
and enter an appropriate order. 


There is no statutory provision for the filing of x 
petition for reconsideration from such an order which 
would affect its finality. The filing of such a petition is 
governed entirely by Board procedural regulations which 
provide that the filing does not operate to stay the order un- 
less the Board specifically so provides. This regulation 
is identified as Rule 37 of the Board’s Rules of Practice 
(14 CFR 302.37), paragraph (a) of which reads as follows: 


Petition for Reconsideratwon—(a) Time for filing. A 
petition for reconsideration, rehearing or reargument 
may be filed by any party to a proceeding within thirty 
(30) days after the date of service of a final order by 
the Board in such proceeding unless the time is 
shortened or enlarged by the Board except that such 
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petition may not be filed with respect to an ini- 
tial decision which has become final through fail- 
ure to file exceptions thereto. However, neither the 
filing nor the granting of such petition shall op- 
erate as a stay of such final order unless speci- 
fically so ordered by the Board. After the expira- 
tion of the period for filing a petition, a motion 
for leave to file such petition may be filed; but no 
such motion shall be granted except on a showing of 
unusual and exceptional circumstances, constituting 
a good cause for failure to make timely filing. Within 
ten (10) days after a petition for reconsideration, re- 
hearing, or reargument is filed, any party to the pro- 
ceeding may file an answer in support of or in opposi- 
tion to the petition. 


No order was issued by the Board in this instance staying 
the effect of its final Order No. E-11548, pending action on 
North Central’s petition for reconsideration thereof. 


Thus, the filing of North Central’s petition for reconsid- 
eration had no effect upon the finality of Order No. E-11548. 
Under these circumstances, the order became reviewable 
upon July 9, 1957, the sixty day period to seek review there- 
of began to run on that date, and such period, which ex- 
pired on September 7, 1957, was not tolled by the filing 
of the petition for reconsideration. Consolidated Flower 
Shipments, Inc—Bay Area v. Civil Aeronautics Board, 205 
F. 2d 449 (9th Cir., 1953); Northwest Marine Terminal 
Ass’n v. Federal Maritime Board, 218 F. 2d 815 (9th Cir., 
1955).* The Sixth Circuit has also applied the provisions 
of Section 10(c) of the administrative Procedure Act in a 
like manner within recent months. Rodrigues v. Dumn, 128 
F. Supp. 604, aff’d, 249 F. 2d 958 (1957). In this 
ease the District Court held that the filing of a peti- 
tion for reconsideration of an agency order tolled the time 
for seeking judicial review thereof where the agency’s rules 
provided that such a filing automatically operated to set 
aside the order pending final action and the order was in 





13 The Board opposed this holding by the Ninth Circuit. 
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fact so stayed ‘‘pending the issuance of another order. = 
The situation was thus found to be within the ex- 
ceptions set forth in Section 10(c). The Sixth Cir- 
cuit found that these conclusions ‘‘rest upon a sound 
basis.”” (page 956). There was no suggestion that 
the filing of a petition for reconsideration of an agency 
order generally tolls the period for seeking judicial re- 
view. These decisions, which are not in conflict with 
any other circuit decisions, constitute a sound inter- 
pretation of the effect of the Administrative Procedure 
Act.¥ 


Such decisions accord with the rule applied in Federal 
practice that a timely filed petition for rehearing in 
a District Court suspends the time for appeal because 
such a petition operates to deprive the judgment of its 
finality. Safeway Stores v. Coe, 78 App. D.C. 19, 136 
F. 2d 771 (1943), citing Zemmern v. United States, 298 U. S. 
167. 


The decisions also accord with the recognized fact that in 
administrative practice petitions for reconsideration are 
usually a mere formality so that the right to file such a pe- 
tition should not affect the finality of an order for pur- 
poses of judicial review. Levers v. Anderson, 326 U.S. 219 
(1945). In the cited opinion the Court quoted at page 222 
with evident approval the assertion of the Government 
‘<* * * that motions for rehearing before the same tribunal 
that enters an order are under normal circumstances mere 
formalities which waste the time of litigants and tribu- 
nals, tend unnecessarily to prolong the administrative 
process, and delay or embarrass enforcement of orders 
which have all the characteristics of finality essential 
to appealable orders.’? The petition for reconsideration 





14 This Court has not heretofore passed on the issue. It was raised in 
United Air Lines v. Civil Aerautics Board, 228 F. 2d 13 and National Airlines 
v. Civil Aeronautics Board, 249 F. 2d 13, but was not reached as the petitions 
for review were dismissed on other grounds. 
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filed with the Board by North Central in this case 
was just such a mere formality (Tr. 4308). It was denied 
on the ground that nothing set forth therein warranted 
reconsideration with comment by the Board on only 
‘‘two minor matters’? for purposes of clarification. 
(Tr. 4294,.4295). No reason exists to extend the time for 
judicial review by some 107 days because of the filing with 
the Board of such a petition. To permit this type of 
delayed review defeats the whole principle of speedy ad- 
judication and unduly burdens beneficiaries of Board 
orders. In this particular case it subjects Lake Central to 
a continued uncertainty which the Board itself has found 
adversely affects the carrier. (Tr. 4279). If the Board 
wishes to preserve to itself the advantage of a first shot at 
any objections to its orders, let the agency make its re- 
consideration procedure something more than a mere for- 
mality by providing that its orders are not final until after 
reconsideration or until after the time for seeking recon- 
sideration has elapsed. Lake Central respectfully suggests 
that the Board cannot have its procedural cake and eat it 
too. 


Likewise, no ground exists for North Central to argue 
that there was good cause for its belated filing. It could 
have proceeded with its petition for judicial review just as 
effectively on September 7, 1957, as three and a half months 
later. In any event, petitioner did not seek leave of the 
Court to file the petition as required by Section 1006(a) 
of the Civil Aeronautics Act where the 60 day period has 
expired. 

0 
THE BOARD’S FINDINGS ARE ADEQUATE TO SUPPORT ITS 
ULTIMATE CONCLUSION THAT NORTH CENTRAL'S PRO- 
POSED ACQUISITION OF LAKE CENTRAL WOULD NOT BE 
CONSISTENT WITH THE PUBLIC INTEREST 

North Central’s applications to the Board to acquire 
control of Lake Central, transfer Lake Central’s cer- 
tifieate and set up interlocking directorates, (Tr. 97, 
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109, 118) were filed pursuant to Section 401(i), 408, 
409, and 412 of the Civil Aeronautics Act, (49 U.S.C. 
481(i), 488, 489, 492). All of these sections set up a stand- 
ard of the public interest, which is defined in Section 2 of 
the statute (49 U.S.C. 402), against which to measure such 
proposals. The Board made a finding that North Central’s 
proposals were inconsistent with the public interest and 
disapproved the applications. (Tr. 4281, 4301). North 
Central contends that this conclusion was not adequately 
supported by the Board’s basic findings of fact. (Pet. 
Br. 12-17, 22-42). However, a review of those findings 
shows that taken either singly or together they were more 
than adequate to support the ultimate statutory conclu- 
sion. ! 


The Board set forth its reasons for disapproving the 
proposed acquisition and merger clearly and succinctly (Tr. 
4272-4281). These were: 


(1) North Central and Lake Central were éertift 
cated to meet the requirements of separate trade areas 
for short-haul and feeder type service. (Tr. 4272). 
North Central basically serves the area north and west 
of Chicago while Lake Central serves the Ohio-Indiana 
area to the southeast of Chicago. This is in accord 
with Board policy to authorize operations by local 
companies whose interests are centered in the area 
to be served. (Tr. 4272-4275). The record shows 
that the two areas served by Lake Central and North 
Central are not sufficiently related in terms of local 
traffic requirements to permit a sound integrated local 
service system. Thus the proposed acquisition 
would defeat Board policy in the establishment of is 
services operations. (Tr. 4275). 


(2) The proposed acquisition would create a jae 
sprawling system of 5,000 miles extending from North 
Dakota to New York State serving 80 cities. This (a) 
would disperse management over too much territory to 
permit the concentration on local traffic problems 
that is the essence of Board local service policy; 
(b) would result in the combined carrier concen- 
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trating on lucrative traffic between big cities to the 
neglect of service to the smaller communities that 
local service carriers are primarily designed to 
serve; and (c) would cause North Central to take 
on the characteristics of a trunk carrier and pose 
the kind of threat to the trunk lines that Board policy 
has tried to avoid. (Tr. 4275-4277). 


(3) The proposed acquisition and merger would 
produce a substantial period of uncertainty and 
confusion in the affairs of the two companies and 
jeopardize for an indeterminate period the continued 
rendition of reliable local service in an important and 
densely populated local service area. This uncertainty 
would be prolonged by the hostility existing between 
the parties. (Tr. 4277). 


(4) Lake Central and North Central have oppor- 
tunities for the realignment and expansion of their 
routes within their respective areas. The Board does 
not agree with the examiner’s conclusion that Lake 
Central does not have a reasonable chance of achiev- 
ing self-sufficiency in the foreseeable future. Since 
the issuance of the examiner’s initial decision Lake 
Central’s operating results have improved, the carrier 
has been awarded new routes which will strengthen it, 
and there are pending other routes applications of 
Lake Central offering further opportunities for ex- 
pansion. (Tr. 4278-4280). 

(5) While the proposed acquisition and merger could 
result in sizeable savings in subsidy, this is only one 
factor to be considered in determining the probable 
effect of the proposal on the public interest. On balance 
the Board concludes that it is not sufficient to out- 
weigh the adverse effects upon the public interest, 
which the Board has found would result from a merger 
of the two carriers. (Tr. 4280-4281). 


North Central argues that these findings are inadequate 
because (1) they do not provide a rational basis for the 
ultimate statutory conclusion; (2) they are vague; (3) they 
do not include findings on material issues raised by peti- 
tioner; (4) they are contradictory; and (5) they depart 
from prior established norms. 


™ 
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The problem involved in passing upon the claim of North 
Central that these findings do not support the Board’s 
ultimate statutory conclusion was stated as follows in 
Motor Freight Express v. United States, 119 F. Supp. 298, 
303, (D.C. M.D. Penna.), aff’d per curiam 348 U.S. 891 
(1954) : 


‘‘The problem usually found in cases discussing the 
question of the adequacy of basic findings to sup- 
port the agency’s ultimate findings is that, with- 
out a reasonably clear exposition of the agency’s 
basic findings, the court is unable intelligently ‘to 
exercise its reviewing function or cannot be sure 
that the agency has not gone beyond its jurisdic- 
tional Ses or has not departed from its statutory 
authori 


This Court in Lake Central Airlines v. Civil nS 
Board, 99 App. D.C. 226, 239 F. 2d 36, at page 49 laid 
down the same test as to the adequacy of basic ae 
to support a statutory conclusion. 


The Board’s findings set forth above clearly disciee 
what the agency has done and why it was done. Moreover, 
each finding is reasonably related to the standards set up 
by Section 2 of the Civil Aeronautics Act for the Board 
to follow in determining the public interest. | 


North Central’s efforts to contend that the basic findings 
do not provide a rational basis for the Board’s ultimate 
statutory conclusion (Pet. Br. 12-17) are so far-fetched 
that a detailed analysis would simply burden the Court. 
Petitioner does not even accurately state these basic 
findings and proceeds upon the erroneous assumption 
(Pet. Br. 15) that the only important issues before the 
Board on its proposal were whether North Central was 
in sound economic condition and whether the combined 
systems would be economically sound. This assumption 
leaves entirely out of the picture the most important con- 
sideration involved in any transaction submitted to the 


' 
| 


22 


Board, ie., what will be the effect of such proposal upon 
the adequacy of air service and the development of a 
sound air transport system.” In this case the proposal 
gave rise to questions of whether the proposed acquisition 
and merger would contribute to or adversely affect 
local air service in the areas involved and whether it 
would contribute to or make more difficult the development 
of a sound local air transport system in the nation. The 
Board considered and answered these questions in the nega- 
tive. The statutory conclusion that the proposed acquisi- 
tion was inconsistent with the public interest necessarily 
followed.”® 


The argument that the Board’s findings are inadequate 
because they are too vague (Pet. Br. 24) deserves little 
comment. The findings are specific and are directed to 
easily understood factors which clearly have a relationship 
to the public interest involved. 


Petitioner’s argument that the findings are inadequate 
because they do not include findings on material issues 
raised by petitioner (Pet. Br. 26) is refuted by two basic 
considerations. These are: 


First: As this Court pointed out in Lake Central v. 
Civil Aeronautics Board, 99 App. D.C. 226, 239 F. 2d 





15It should also be observed that petitioner’s argument undermines the 
basic finding which supported the examiner’s recommendation in its favor with 
respect to Lake Central’s economic future. Petitioner now contends that 
Lake Central’s economic status is immaterial. (Pet. Br. 14). 


16 North Central is indulging in semantics when it argues that Section 408 
requires only a negative finding that its proposal is contrary to the public 
interest. The transaction required approval under both Section 401(i) and 
Section 409 which require affirmative proof by a proponent that the trans- 
action is in the public interest. Moreover, the Board long ago correctly held 
that the distinction between an affirmative and negative finding is unimportant 
since the guide is the public interest as defined in Section 2 of the statute and 
approval of an acquisition proposal turns on whether it will aid in effectuat- 
ing the purposes there set forth. Acquisition of Mayflower Air. by Northeast 
Air., 4 CAB 680, 681, (1944). In any event the Board made the statutory 
finding (TR. 4281) and it is amply supported. 
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46 at page 49, the Board is not required to make specific 
findings other than the basic findings which support the 
ultimate statutory conclusion and such basic findings have 
been made in this case. Supra, pages 19 and 20. i 


Second: The Board’s findings do in fact cover the mat- 
ters to which North Central refers. Thus North Cen- 
tral’s argument that it would provide more service is an- 
swered by the Board’s findings that the nature of the com- 
bined systems would be such that local air service would 
in fact deteriorate rather than improve and that petitioner 
‘‘would not offer expedited service.’’ (Tr. 4275) Likewise 
North Central’s contention that the acquisition would con- 
venience more than twelve thousand passengers per 
annum is specifically covered by the Board’s finding 
that it would not ‘‘benefit many travelers.’’? (Tr. 4275). 
Finally North Central’s principal contention that the 
Board did not consider its claim of a superior manage- 
ment (Pet. Br. 28) is contradicted by the Board’s find- 
ing (Tr. 4281) which reads as follows: i 


‘<In view of our disposition of the present proceed- 
ing, we see no need to discuss the relative merits of the 
North Central and Lake Central managements. Even 
if North Central’s management were superior to Lake 
Central’s, as claimed by North Central, that additional 
factor would be insufficient to overcome the many fac- 
tors dictating disapproval of the acquisition agree 
ment.”’ 


In support of its contentions with respect to manage- 
ment, North Central has adopted the tactic of attacking the 
honesty and integrity of the Lake Central management 
(Pet. Br. 2-6, 29-35). The temptation to reply in kind 
is great not only because of the untrue character of peti- 
tioner’s extravagant assertions,” but also because at the 





17 The Court can measure the accuracy of petitioner’s assertions by an 
examination in its own records of the affidavit of Mr. Gwin Hicks now president 
of Lake Central, in Lake Central v. Civil Aeronautics Board, 99 App. D.C. 
226, 239 F. 2d 46, which North Central categorically describes as ‘false. ” 
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same time, it has failed to advise the Court of facts of 
record concerning its own misconduct,’* or which relate to 
its claims.” However such argument would be inappropri- 
ate particularly in light of the irrelevancy of petitioner’s 
charges. Moreover, the public and private character of the 





(Pet. Br. 34) Such an examination will show that the error in the effective 
date of Lake Central’s proposed third schedule between Indianapolis and 
Grand Rapids contained in paragraph 8 of the affidavit upon which petitioner 
rests its charge was corrected prior to the filing of the affidavit by an adden- 
dum thereto authorized by affiant. Petitioner knew these facts as it inter- 
vened in the case and filed a memorandum opposing Lake Central’s request 
for a stay in which it discussed at length the affidavit in question (pages 15 
and 16), including the correction therein, without suggesting it was ‘‘false.’’ 
To charge a reputable person with committing perjury under these circum- 
stances shows a reckless disregard for fact. 


18 The chairman of North Central’s board and four of its directors in 1954 
violated Board regulations which prohibit trading in a carrier’s securities 
during the course of a mail rate conference because of the inside information 
available to participants in such conferences. In Order No. E-10416, dated 
June 27, 1956, in which the Board refused to grant a waiver for the trans- 
actions of the four directors, the Board spoke as follows of the importance 
of this rule: 


**One of the primary purposes of this rule is to preclude the pos- 
sibility that information obtained in informal mail rate conferences might 
be used in security transactions. It is obviously a rule essential to the 
informal mail rate conference procedure, and any breach thereof is 
serious and clearly against the public interest.’’ 


The violations of the chairman of North Central’s board, Mr. Mueller, were 
so serious as to result in enforcement proceedings against him by the CAB 
Office of Compliance in Docket No. 8028 and his acceptance of a cease and 
desist order. (No. E-10431, dated July 2, 1956). Even the examiner who 
favored North Central conditioned his initial decision with the requirement 
that the Mueller family ‘‘should purge itself of its wrongdoing.” (Tr. 3747). 


19 Thus in referring to an alleged breach of fiduciary relationship by Dr. 
Robert Stewart, the respected vice-president and treasurer of Purdue Univer- 
sity (Pet. Br. 34), petitioner does not tell the Court that on November 22, 
1957, the United States District Court for the Northern District of Indiana 
dismissed, pursuant to stipulation between the parties, North Central’s suit 
against Dr. Stewart for such claimed breach. (North Central v. Stewart, 
Civil Action No. 1818). Nor does petitioner tell the Court that its complaint 
to the CAB seeking Dr. Stewart’s ouster as a member of Lake Central’s 
board was dismissed by the Board. (Order No. E-9900, dated January 9, 
1956). 


ei 


~@! 


La | 


yy 





29 


men responsible for Lake Central’s future speaks for itself 
and needs no defense. It is attested to by the Board’s 
repeated approval of their stewardship, Supra, pages 7 
and 8 which stands as a complete refutation of petitioner ‘ 
claims. 


North Central’s contention (Pet. Br. 36) that the Sed 
findings are insufficient because they are contradictory is 
wholly without merit. Out of the many findings that 
the Board made, North Central can dredge up only 
two claims of sonteadiotions, One of these is the 
contention that the finding of an absence of local serv- 
ice traffic between the two systems is contradicted by 
the finding that a merger of the two would increase the 
number of pairs of large cities with substantial traffic pools 
between which North Central could provide service. These 
findings are in fact not contradictory, but complementary. 
The traffic pools to which the Board referred were of trunk 
line traffic now served by trunk carriers. Evidence of the 
existence of such traffic has no bearing at all on the 
absence of purely local service traffic between the two areas. 
In this case it in fact serves to point up how meager is 
such inter-area local service traffic. 


The other contradiction asserted by North Central is that 
the Board’s finding that each carrier serves a separate 
trade area for which Detroit and Chicago are a dividing: 
line (Tr. 4273) is refuted by the fact that the Board also 
stated that Lake Central is an applicant for route exten- 
sions connecting its natural trade centers (Tr. 4278) and 
that the Board necessarily had reference to one of the ear- 
rier’s applications on file which seeks certification north 
of Detroit. The Board did not in fact make reference to’ 
any particular application of Lake Central and the car-: 
rier has pending numerous applications for service in other) 
areas adjacent to its territory. Moreover, a glance at 
the map attached to the front of petitioner’s brief shows. 
there is no inherent inconsistency between a finding of an 
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absence of local service integration between the Lake Cen- 
tral and North Central systems and an application by Lake 
Central to serve the large Michigan area not embraced 
within North Central’s system which primarily lies north 
and west of Chicago. 


North Central’s final argument as to the inadequacy of 
the Board’s basic findings is the contention that the agency 
departed from prior established norms without ade- 
quate reasons. (Pet. Br. 37) This argument is based 
principally on the Arizona-Monarch Merger Case, 11 
CAB 246. North Central contends that in such case 
the Board established the principle that integration of 
routes is not a prerequisite to a merger of local serv- 
ice carriers and that the size of the merged system is 
not important. Petitioner also asserts that these principles 
were followed in the Southwest-West Coast Merger Case, 
14 CAB 356 and have now been abandoned without ade- 
quate reason. 


To the contrary, the Board in the Southwest-W est Coast 
Merger Case emphasized that its principal concern in 
merger cases is the air pattern which will emerge and that 
it had not established a contrary principle in the Arzzona- 
Monarch ease. Thus at 14 CAB 358, the Board stated: 


‘‘In passing upon proposed mergers, we must nec- 
essarily do so with an eye to how they may fit into 
our plans for the national air route pattern. The 
Board has given considerable study to the development 
of an overall route pattern. The Board is, of course, 
charged with the responsibility for the sound develop- 
ment of an air transportation system—‘an air trans- 
portation system properly adapted to the present and 
future needs of the foreign and domestic commerce 
of the United States, of the Postal service and the 
national defense.’ The Report of the President’s Air 
Policy Commission and the Report of the Congressional 
Aviation Policy Board suggest the need for a compre- 
hensive survey of the national air route pattern with a 
view to the discovery of possible serious faults and 
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their corrections. Such a survey is now in process by 
the Board. | 


Although in the Arizona-Monarch Merger case, the 
Board approved the merger of two local-service car- 
riers, which resulted in a system more extensive, geo- 
graphically, than the system here proposed, there was 
in that case a particularly compelling consideration 
for such action. At the time of the Board’s decision, 
more than 21 months had elapsed since Arizona Air- 
ways, Inc., had been awarded its certificate and no 
service had yet been afforded under the certificate to 
the people in the Arizona area. The desire to activate 
Arizona’s routes was no small element in the approval 
of the merger. No similar circumstances attend this 
case. 


North Central predicates its argument with respect to the 
necessity for integration of routes in a merger case upon 
a purported quote from the Arizona-Monarch case (Pet. 
Br. 40) which omits, without any indication of such omis- 
sion, two portions of the Board’s findings which do not fit 
the argument. Thus it begins the emphasized sentence on 
which it relies with the word ‘‘It’’, Actually, the sentence 
reads, ‘‘Under these circumstances, it * * *’’. This intro: 
ductory phrase refers back to discussions by the examiner 
which included, inter alia, a finding (page 263) that over 
the major segments involved, the merger ‘would accom: 
modate a normal flow of traffic’? between the two systems 
and would ‘‘be beneficial to the public.’? This finding has 
particular significance in light of petitioner’s second omis- 
sion from its purported quote of the sentence which reads : 
‘This is not to say, however, that the routes here involved 
will not present a reasonably integrated structure when 
combined.’? The Board thus in fact did find present the 
required integration. ! 


Likewise, there is nothing in the Arizona-Monarch case: 
or any of the other precedents cited by North Central con- 
trary to the findings here that the merger of Lake Central 
and North Central would create a local service system of; 
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an undesirable nature in terms of the size and economic 
characteristics of the area involved. 


mr 


THE BOARD’S BASIC FINDINGS OF FACT IN SUPPORT OF ITS 
ULTIMATE CONCLUSION ARE ADEQUATELY SUPPORTED 
BY SUBSIDIARY FINDINGS 


North Central argues that the Board’s basic findings 
which support its ultimate statutory conclusion are in turn 


not supported by legally adequate subsidiary findings. 
(Pet. Br. 17-22). As is demonstrated below, this argument 
has no more validity than does the carrier’s contention that 
the basic findings do not support the statutory conclusion. 


This Court also considered such a contention in Lake 
Central Airlines v. Civil Aeronautics Board, 99 App. 
D.C. 226, 239 F. 2d 46 (1956) and laid down the following 
test as to the adequacy of subsidiary findings in support of 
the primary grounds of Board action (page 49): 


‘‘Lake Central contends that the basic findings re- 
quire more detailed subsidiary findings in order validly 
to support the conclusion that public convenience and 
necessity called for the selection of North Central. 
See American Broadcasting Co. v. Federal Commumn- 
cations Commission, 85 US. App. D.C. 343, 179 F. 2d 
321. In view of the analyses contained in the Board’s 
opinion, coupled with its adoption in general of the 
findings of the Examiner, we are unable to agree. Each 
primary ground advanced for the award to North Cen- 
tral was factually analyzed and discussed in sufficient 
detail to enable the Court competently to review it 
with comprehension of the Board’s basis for its action. 
There is no requirement in this case of specific sub- 
sidiary findings other than the basic findings which 
support the ultimate conclusion found by the Board in 
terms of the statute. Such basic findings were made 
with sufficient elaboration to enable the court to relate 
the evidence to them.’’ (Emphasis supplied) 
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The Board’s discussion of its primary grounds for dis- 
approving the proposed acquisition and merger aa 
meets this standard. 


1. The Board supported its finding (Tr. 4272-4275) that 
the two areas served by Lake Central and North Central 
were not sufficiently related in terms of local traffic require- 
ments to permit a single sound integrated local air service 
system with the following subsidiary findings: | 


(a) The Board cited the following finding made by it | in 
the Parks Investigation Case, 11 CAB 779, 791 (1950) : 
(Tr. 4272) | 


‘¢ Although Turner appears able to provide service 
over the North Central route, other factors weigh 
heavily against its selection for that route. Turner 
was originally certificated to serve the area lying east 
of Chicago, and its present route structure is so de- 
signed that practically no traffic integration would be 
possible with the North Central route. It is clear from 
the record that very little traffic could be expected to 
flow between points on Turner’s route east of Chicago 
and points on the North Central route west of Chicago, 
since traffic from local points on each side of Chi- 
cago would, as experience shows, tend to flow to 
Chicago, but not beyond, on the feeder system. If 
Turner is selected it would in effect be called upon to 
operate two feeder systems which have practically no 
traffic interrelationsmp. Although some benefits would 
be derived by Turner in that its route system would 
be enlarged and it would consequently be able to achieve 
greater “utilization of aircraft and greater spread of 
its overhead, the benefits would appear to be opera- 
tional only, and the result would be that efforts of the 
Turner management would be divided between the area 
it was originally certificated to serve and an area now 
served primarily by different carriers, i.e., Wisconsin 
Central and Mid-Continent. We believe that it would 
be more in the public interest for Turner to concentrate 
its efforts in the area it presently serves, with some 
possibility of logical expansion in other directions, 
rather than to certificate that carrier for the aoe 
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Central route. These considerations necessitate that 
we consider the application of certain of the trunk-line 
carriers herein.’’ (Emphasis supplied) 


The Board then found that this conclusion is still valid 
today and applicable to the North Central proposal. 
(Tr. 4273). 


(b) The Board found that the record shows that Chicago 
and Detroit are the dividing lines between the two trade 
areas involved and that few local travelers go beyond these 
two terminals. (Tr. 4273). It cited the fact that during 
the March and September, 1954, survey periods, only 40 
passengers each month travelling between Lake Central and 
North Central cities were exchanged by the two carriers. 
(Tr. 4273, 4274). The Board also cited the further fact 
that during May 1955, Lake Central received from North 
Central only 1.9% of its total interline revenue received 
while the carrier paid to North Central only 1.3% of the 
total interline revenue it paid out. (Tr. 4274). 


(c) The Board found that this meager exchange of traffic 
between the two systems cannot be explained away by the 
inadequacy of connecting schedules. (Tr. 4274). 


(d) The Board found that it is apparent that such inter- 
area local traffic as exists flows over combinations of trunk 
and local service carriers and that the slower, multi-stop, 
one plane service of North Central under the proposed 
merger would not bring about an expedited service to 
attract many travelers. (Tr. 4275). 


2. The Board supported its finding (Tr. 4275-4277) that 
the proposed merger would create a system which would 
defeat the purposes of local service with the following sub- 
sidiary findings: 

(a) The Board found that the proposed system would 
extend from North Dakota to New York, cover over 5,000 
route miles, and serve 80 cities. It would be the largest 
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local air carrier system and would serve more cities thain 
some of the largest trunk carriers. (Tr. 4275, 4276). 


(b) The Board found that in terms of route mileage, 
number of cities served, density of population involved, 
and geographical area covered North Central would take 
on the characteristics of a trunk carrier. (Tr. 4276). 


(c) The Board found that such a system would disperse 
management over too much territory to permit proper con- 
centration on purely local traffic problems. (Tr. 4276). — 


(d) The Board found that the proposed system would 
create a one carrier service between a number of pairs of 
large cities with a large traffic pool and would give rise to 
an incentive for concentration on such lucrative traffic to 
the neglect of other local service. The shifting of equip- 
ment and schedules to meet the convenience of such a traffic 
flow would gradually transform the primary character of 
North Central’s service with prejudice to the service for 
smaller communities and undermine the development of the 


shorthaul traffic North Central was created to serve. (Tr. 
4276, 4277). , 


3. The Board’s finding (Tr. 4277) that the merger en 
produce uncertainty and confusion jeopardizing air service 
in an important area was based on its experience and judg- 
ment and required no subsidiary findings. It was, how- 
ever, supported by the further finding that hostile relation: 
ships existed between the parties involved, which would 
magnify such uncertainty and confusion, (Tr. 4278). 


4, The Board’s finding (Tr. 4279, 4280) that it was not 
necessary to merge Lake Central into North Central to 
insure the former’s future as urged by North Central was 
supported by the following subsidiary findings: | 


(a) The Board found that data for 1956 showed a = 
stantial improvement in Lake Central’s load factors, in the 
carrier’s breakeven need per revenue mile, and in the ratio 
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of its breakeven need per dollar of commercial revenue 
received. (Tr. 4279). 


(b) The Board found that Lake Central had recently 
been strengthened by extensions of its routes from Lima, 
Ohio into Detroit and from Youngstown to Erie and Buffalo. 
(Tr. 4279). 


(c) The Board found that Lake Central has other op- 
portunities for route adjustment and expansion. (Tr. 4280). 


(d) The Board found that the fact that Lake Central 
must compete with trunk carriers on some segments does 
not adversely affect its future prospects because it obtains 
satisfactory load factors on such segments. (Tr. 4280). 


Each of the subsidiary findings set forth above bears 
directly upon and supports the basic findings of fact made 
by the Board. North Central’s arguments to the contrary 
are totally without merit. 


Thus North Central contends that the finding that there 
is virtually no local traffic between the Lake Central and 
North Central systems does not support a conclusion of a 
lack of traffic integration between the two carriers because 
the schedules are now poorly coordinated. Petitioner goes 
on to argue that the Board’s conclusion should have rested 
on other community of interest data. (Pet. Br. 19, 20). 
The Board considered this contention in its opinion and 
fully answered it as follows (Tr. 4274, 4275): 


‘‘The Examiner sought to explain away this lack of 
traffic integration on the theory that it resulted from 
inadequacy of connecting schedules between the two 
systems. However, the evidence does not, in our judg- 
ment, support this thesis. Even assuming that the con- 
necting schedules were less than ideal, it is inconceiv- 
able that only forty passengers in the survey periods 
(or 520 on an annual basis) would have been exchanged 
where a substantial community of interest existed.”’ 


North Central also argues that the Board bottomed its 
conclusion as to Lake Central’s future on the finding that 


ow 
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the carrier achieves its heaviest load factors on segments 
where it must compete with trunk carriers and that such 
reasoning is fallacious. (Pet. Br. 20). North Central’s 
premise is erroneous. The finding in question was only one 
of four related to Lake Central’s future prospects, supra, 
page 30. Moreover, it was simply an answer to the finding 
of the examiner that Lake Central faced a difficult future 
because of the amount of trunk competition in the area it 
served. (Tr. 4280). 


North Central’s other argument is that the Board’s 
conclusion that hostile relations between the parties would 
hamper a merger to the detriment of air service is not ade- 
quately supported by findings showing precisely how this 
result will follow. (Pet. Br. 21, 22). This conclusion is 
peculiarly a matter of judgment. Given the obvious hos: 
tility which North Central shows for Lake Central and its 
personnel the judgment is certainly not unreasonable. 


IV 


THE BOARD’S FINDINGS ARE SUPPORTED BY SUBSTANTIAL 
EVIDENCE 


Petitioner also argues that the Board’s findings are not 
supported by substantial evidence. (Pet. Br. 45-55). How- 
ever, a review of petitioner’s argument shows that its com- 
plaint is not so much that there is a lack of evidence in 
support of the Board’s findings, but that it disagrees with 
judgments that were exercised with respect to the evidence.' 
Most of petitioner’ s arguments are merely variations of 
those advanced in support of its claims that the Board’s 
findings do not support its conclusions. 


: 


Thus petitioner argues that in considering the prospects. 
for an effective integration of the Lake Central and North 
Central systems, the Board should not have relied upon, 
evidence showing an almost total lack of local traffic flow’ 
between the systems but should have given greater weight: 
to other economic data alleged to prove a community of} 
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interest between the areas involved. (Pet. Br. 47, 48). 
However, it is quite clear that when the Board is consider- 
ing a proposed merger of two local service carriers, the 
question of whether their operations will properly integrate 
depends on the prospect for a normal flow of local traffic 
between the two systems and that the historical record of 
such traffic is the best evidence of that potential. Certainly, 
it was not unreasonable for the Board to find as it did here 
(Tr. 4274, 4275) that where only forty passengers in the 
survey periods (or 520 on an annual basis) have been ex- 
changed, it is unlikely that a substantial community of 
interest exists in terms of local air service. 


The same observations are applicable to North Central’s 
contention that there was inadequate evidence to support 
the Board’s conclusion that a merger of the two carriers 
would not benefit a substantial number of users of local 
air service. (Pet. Br. 50,51). The same evidence showing 
an exchange of only 40 passengers between Lake Central 
and North Central moving between the areas involved 
during the 1954 survey period fully supported the Board 
conclusion (Tr. 4275) on this point. 


The fact that the examiner reached a different conclu- 
sion does not, as petitioner suggests, (Pet. Br. 50) invali- 
date the Board’s finding. There simply exists the kind of 
situation that this Court referred to in Lake Central Air- 
lines v. Civil Aeronautics Board, 99 App. D.C. 226, 239 
F’. 2d 46 at page 48, as ‘‘a contest between experts who 
start from different premises and travel toward different 
conclusions.’? The Court’s decision therein establishes 
that it is not error for the Board to agree with one group 
of its experts and reject the conclusions of others. 


North Central argues that the Board’s finding that it 
and Lake Central were certificated to serve different trade 
areas is not supported by substantial evidence because 
Lake Central’s routes extend to Kalamazoo and Grand 
Rapids and thus ‘‘overlap’’ those of North Central. (Pet. 
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Br. 49). Grand Rapids was the northern terminal point 
on one segment of Lake Central’s original route designed 
to serve an area of which Indianapolis was the center and 
to provide a connection with Capital Airlines in keeping 
with the principle of a ‘‘feeder”’ airline. Great Lakes Area 
Case, 8 CAB 360 (1947). Such fact is not inconsistent with 
the Board’s finding, which fits the obvious geography of the 
case, as shown by the map at the front of petitioner’s brief. 


North Central argues that the Board found that the 
better method of strengthening Lake Central is through 
route extensions and that such finding is not supported by 
the evidence. (Pet. Br. 49, 50). In the first place, peti- 
tioner has not accurately stated the Board’s finding, wash 
reads as follows (Tr. 4278) : 


‘“‘Our decision to disapprove the proposed acquisi- 
tion of Lake Central by North Central, as requested 
herein, does not mean that we intend to freeze the 
present local service routes in the mold of the status 
quo. But it does signify our intention to insist that 
route realignment and system modification be held 
within limits which are reasonably related to the ob- 
jectives followed by the Board in formulating its local 
service policy. In other words, we see no reason at 
the present time to revise our original belief that the 
objectives of providing short-haul services geared’ to 
local needs and maximum development of local traffic 

can best be carried out by local carriers concentrating 
their efforts on operations in reasonably compact and 
homogeneous marketing areas. We are satisfied that, 
in most instances, any ‘structure of a local carrier can 
best be determined in area or individual route proceed: 
ings rather than through the merger of carriers ‘serv- 
ing adjacent but not complementary trade areas for 
local traffic. The pending area cases, in which Lake 
Central is an applicant for route extensions connecting 
its natural trade centers, hold promise for possible 
strengthening of that carrier’s system and are a better 
vehicle than the proposed merger for accomplishing 
that purpose.’ 
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This conclusion is not so much one of resolving factual 
issues as it is of exercising a judgment. But even if it were 
regarded as a decision on a factual issue, it is amply sup- 
ported by the evidence cited by the Board (Tr. 4272-4280) 
demonstrating that a merger of Lake Central and North 
Central would not create a sound local air service system. 


North Central objects to the sufficiency of the evidence 
supporting the finding that the merger would result in 
North Central taking on the characteristics of a trunkline 
carrier and pose a threat to trunk service. (Pet. Br. 51, 52). 
The facts cited by the Board with respect to the mileage 
of the combined system, number of cities served, density 
of population, and geographical area covered (Tr. 4275, 
4276) obviously support the conclusion that by every eco- 
nomic indicia the merger would create a carrier more like 
a trunk than a local service carrier which could compete 
with trunks in a manner never contemplated by the Board 
in creating the class of local carriers. 


North Central also argues that the Board’s finding that 
Lake Central has shown marked improvement in its eco- 
nomic condition is not supported by substantial evidence 
because the Board relied only on certain data and ignored 
other factors cited by North Central in its petition for re- 
consideration. (Pet. Br. 53,54). This contention was fully 
answered by the Board in its order denying North Central’s 
request for reconsideration (Order No. B-11932, dated No- 
vember 1, 1957, Tr. 4394) : 


‘“We do, however, wish to comment on two minor 
matters raised by North Central. North Central chal- 
lenges the Board’s finding with respect to the marked 
improvement shown by Lake Central in its economic 
condition in 1956 over its situation im 1955, at the time 
of the hearing. North Central argues that the Board, 
in assessing the carrier’s progress, relied on only cer- 
tain economic indices which were favorable to Lake 
Central and failed to take into consideration other 
factors, such as the increase in the carrier’s total lia- 
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bilities, total long term debt, total break even need in 
dollars and the decrease in the net worth of the com- 
pany. We find North Central’s contentions unper- 
suasive in this regard. The most significant factors 
to be considered in appraising the future prospects of 
any local service carrier as well as the potential of its 
route are the use to be made of the service, as deter- 
mined by the volume of passenger traffic, and the per- 
centage of the cost of providing the service which the 
Government will be required to assume as against the 
amount the passengers will pay (as well as other com- 
mercial revenue). The Board recognized the fact that 
Lake Central has been operating under extremely dif- 
ficult conditions for several years, due primarily to 
the handicaps imposed by the pending acquisition which 
effectively precluded any substantial improvement in 
the carrier’s financial or capital structure. However, 
the Board felt, in conformity with the views expressed 
by Bureau Counsel and the Indiana Aeronautics Com- 
mission, that if Lake Central were freed from the ac- 
quisition contract and permitted to fully develop its 
route, the carrier would then be in a position to im- 
prove.its financial picture and achieve further improve- 
ment in its operations over its local service route. The 
fact that the overall financial condition of the company, 
as represented by the categories selected by North 
Central, has not shown any marked improvement does 
not negative the Board’s finding with respect to the 
substantial improvement shown “by the carrier in its 
operations over Route 88. We are fully satisfied that 
a reasonable basis exists for our optimism concernin 
Lake Central’s future prospects as a local service car- 
rier and we adhere to our original views in this regard 
as expressed in our opinion. 3 


Finally, North Central argues that the Board’s oe 
that hostility between the parties would interfere with an 
effective merger is not supported by substantial evidence, 
(Pet. Br. 54, 55). North Central says that any such hos- 
tility is limited and in any event it can be eliminated by 
firing all hostile Lake Central employees upon North Cen- 
tral’s taking over. The Court need look no further than 
North Central’s brief and its unrestrained charges against 
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the Lake Central management, including the leaders of the 
employee stockholder group, for convincing evidence of the 
hostility which concerned the Board. How North Central 
could reasonably expect that it would be able to achieve a 
smooth integration of operations when it has accused Lake 
Central’s president of perjury, supra, page 23 defies un- 
derstanding. North Central says it would simply fire all 
hostile personnel. The lack of efficacy, not to say lack of 
equity, in this proposition speaks for itself. North Central 
cannot successfully operate a merged airline without vital 
personnel and the good will of the communities of which 
Lake Central’s management and directors are a part. 


CONCLUSION 


North Central correctly states that the determination of 
whether a proposed acquisition and merger is in the public 
interest is a balancing process in which the Board exercises 
its judgment as to the net effect of the transaction upon 
such public interest, (Pet. Br. 56,57). That is precisely 


what the Board has done here and has concluded that the 
merger of Lake Central and North Central will not create 
a sound local air service system responsive to the public 
need in the areas served by the two carriers. The reasons 
for this judgment have been clearly set forth by the Board. 
Both the reasons and the supporting evidence are more 
than adequate. 


The Court should dismiss the petition for review as un- 
timely filed. 
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If the Court entertains the petition, it should affirm the 
Board’s order. 


Respectfully submitted, 


Cuarence M. Mu.HoLtiaNnpD 
741 National Bank Building 
Toledo 4, Ohio 


Epwarp J. Hickry, JR, 

James L. Hicusaw, JR. 
620 Tower Building 
Washington 5, D. C. 


Attorneys for Lake Central 
Airlines, Inc. 
Of Counsel: 


Mvu.LHouianp, Rosie & Hickey 
620 Tower Building 
Washington 5, D. C. 


June, 1958 
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APPENDIX A 
Applicable Provisions of the Civil Aeronautics Act 


Section 2 (49 U.S.C. 402) In the exercise and perform- 
ance of its powers and duties under this Act, the Authority 
shall consider the following, among other things, as being 
in the public interest, and in accordance with the public 
convenience and necessity— 


(a) The encouragement and development of an air-trans- 
portation system properly adapted to the present and 
future needs of the foreign and domestic commerce of the 
ae States, of the Postal Service, and of the national 
defense ; 


(b) The regulation of air transportation in such manner 
as to recognize and preserve the inherent advantages of, 
assure the highest degree of safety in, and foster sound 
economic conditions in, such transportation, and to improve 
the relations between, and coordinate transportation by, 
air carriers ; 


(c) The promotion of adequate, economical, and efficient 
service by air carriers at reasonable charges, without un- 


just discriminations, undue preferences or advantages, or 
unfair or destructive competitive practices ; 


(d) Competition to the extent necessary to assure the 
sound development of an air-transportation system prop- 
erly adapted to the needs of the foreign and domestic com- 
merce of the United States, of the Postal Service, and of 
the national defense; 


(e) The regulation of air commerce in such manner as 
to best promote its development and safety; and 


(f) The encouragement and development of civil aero- 
nautics. 


Section 401(i)—49 U.S.C. 481(i) 


No certificate may be transferred unless such transfer 
is approved by the Authority [Board] as being consistent 
with the public interest. 


Section 408 (49 U.S.C. 488) 
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ConsotipaTion, MERGER, AND ACQUISITION OF CoNTROL 
Acts Prohibited 


(a) It shall be unlawful unless approved by order of 
the Authority [Board] as provided in this section— 


(1) For two or more air carriers, or for any air carrier. 
and any other common carrier or any person engaged in’ 
any other phase of aeronautics, to consolidate or merge 
their properties, or any part thereof, into one person for 
the ownership, management, or operation of the properties 
theretofore in separate ownerships; 


.(5) For any air carrier or person controlling an air 
carrier, any other common carrier, or any person engaged 
in any other phase of aeronautics, to acquire control of 
any air carrier in any manner whatsoever ; : | 


** * # 

Power of Authority [Board] | 

(b) Any person seeking approval of a consolidation, 
merger, purchase, lease, ‘operating contract, or acquisi- 
tion of control, specified in subsection (a) of this section, 
shall present an application to the Authority [Board], 
and thereupon the Authority [Board] shall notify the 
persons involved in the consolidation, merger, purchase, 
lease, operating contract, or acquisition of control, and 
other persons known to have a substantial interest in 
the proceeding, of the time and place of a public hear- 
ing. Unless, after such hearing, the Authority [Board] 
finds that the consolidation, merger, purchase, lease, 
operating contract, or acquisition of control will not 
be consistent with the public interest or that the condi- 
tions of this section will not be fulfilled, it shall by 
order, approve such consolidation, merger, purchase, 
lease, operating contract, or acquisition of control, upon 
such terms and conditions as it shall find to be just 
and reasonable and with such modifications as it may 
prescribe: Provided, That the Authority [Board] shall 
not approve any consolidation, merger, purchase, lease, 
operating contract, or acquisition of control which would 
result in creating a monopoly or monopolies and _there- 
by restrain competition or jeopardize another air car- 
rier not a party to the consolidation, merger, ate 
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lease, operating contract, or acquisition of control: Pro- 
vided further, That if the applicant is a carrier other 
than an air carrier, or a person controlled by a car- 
rier other than an air carrier or affiliated therewith 
within the meaning of section 5(8) of the Interstate 
Commerce Act, as amended, such applicant shall for 
the purposes of this section be considered an air ecar- 
rier and the Authority [Board] shall not enter such 
an order of approval unless it finds that the trans- 
action proposed will promote the public interest by 
enabling such carrier other than an air carrier to use air- 
craft to public advantage in its operation and will not re- 
strain competition. 


Section 409 (49 U.S.C. 489) 
PRoHIBITED INTERESTS 
Interlocking Relationships 


(a) After one hundred and eighty days after the ef- 
fective date of this section, it shall be unlawful, unless 
such relationship shall have been approved by order 
of the Authority [Board] upon due showing, in the 
form and manner prescribed by the Authority [Board], 
that the public interest will not be adversely affected 
thereby— 


(1) For any air carrier to have and retain an officer or 
director who is an officer, director, or member, or who as 
a stockholder holds a controlling interest, in any other 
person who is a common carrier or is engaged in any phase 
of aeronautics. 


(2) For any air carrier, knowingly and willfully, to 
have and retain an officer or director who has a repre- 
sentative or nominee who represents such officer or di- 
rector as an officer, director, or member, or as a stock- 
holder holding a controlling interest, in any other person 
who is a common carrier or is engaged in any phase of 
aeronautics. 


(3) For any person who is an officer or director of 
an air carrier to hold the position of officer, director, 
or member, or to be a stockholder holding a controlling i in- 
terest, or to have a representative or nominee who repre- 
sents such person as an officer, director, or member, or 
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as a stockholder holding a controlling interest, in any other 
person who is a common carrier or is engaged i in any phase 
of aeronautics. | 
_ (4) For any air carrier to have and retain an officer 
or director who is an officer, director, or member, or 
who as a stockholder holds a controlling interest, in 
any person whose principal business, in purpose or in 
fact is the holding of stock in, or control of, any other 
person engaged in any phase of aeronautics, 


(5) For any air carrier, knowingly and willfully, te 
have and retain an officer or director who has a rep- 
resentative or nominee who represents such officer or 
director as an officer, director, or member or as a 
stockholder holding a controlling interest, in any per- 
son whose principal business, in purpose or in fact, 
is the holding of stock in, or control of, any other 
person engaged in any phase of aeronautics. | 


(6) For any person who is an officer or director of an 
air carrier to hold the position of officer, director, or 
member, or to be a stockholder holding a controlling 
interest, or to have a representative or nominee who 
represents such person as an Officer, director, or mem- 
ber, or as a stockholder holding a controlling interest, 
in any person whose principal business, in purpose or 
in fact, is the holding of stock in, or control of, any 
other person engaged in any phase of aeronautics. 


Section 412 (49 U.S.C. 492) 
Pooting aNnD OTHER AGREEMENTS 
Filing of Agreements Required 


(a) Every air carrier shall file with the Anthority! 
[Board] a true copy, or, if oral, a true and complete memo- 
randum, of every contract or agreement (whether enforce- 
able by provisions for liquidated damages, penalties, bonds, 
or otherwise) affecting air transportation and in force on 
the effective date of this section or hereafter entered into, 
or any modification or cancellation thereof, between such 
air carrier and any other air carrier, foreign air carrier, or 
other carrier for pooling or apportioning earnings, losses, 
traffic, service, or equipment, or relating to the estab- 
lishment of transportation rates, fares, charges, or 
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classifications, or for preserving and improving safety, 
economy, and efficiency of operation, or for control- 
ling, regulating, preventing, or otherwise eliminating 
destructive, oppressive, or wasteful competition, or for 
regulating stops, schedules, and character of service, or 
for other cooperative working arrangements. 


Approval by Authority [Board] 


(b) The Authority [Board] shall by order disapprove 
any such contract or agreement, whether or not previously 
approved by it, that it finds to be adverse to the public 
interest, or in violation of this Act, and shall by order 
approve any such contract or agreement, or any modi- 
fication or cancellation thereof, that it does not find 
to be adverse to the public interest, or in violation of 
this Act; except that the Authority [Board] may not 
approve any contract or agreement between an air car- 
rier not directly engaged in the operation of aircraft 
in air transportation and a common carrier subject to 
the Interstate Commerce Act, as amended, governing 
the compensation to be received by such common ¢ar- 
rier for transportation services performed by it. (As 
amended May 16, 1942, 56 Stat. 301.) 


Section 1006° (49 U.S.C. 646) 


JupiciaL Review or AUTHORITY’s ORDERS 
Orders of Authority Subject to Review 


(a) Any order, affirmative or negative, issued by the Au- 
thority under this Act, except any order in respect of any 
foreign air carrier subject to the approval of the President 
as provided in section 801 of this Act, shall be subject 
to review by the courts of appeals of the United States or 
the United States Court of Appeals for the District of 
Columbia upon petition, filed within sixty days after the 
entry of such order, by any person disclosing a substantial 
interest in such order. After the expiration of said sixty 
days a petition may be filed only by leave of court upon a 
showing of reasonable grounds for failure to file the peti- 
tion theretofore. (Amended May 2, 1949, 63 Stat. 107.) 
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Findings of Fact by Authority Concluswe 


(e) The findings of facts by the Authority, if supported 
by substantial evidence, shall. be conclusive. No objection 
to an order of the Authority shall be considered by the 
court unless such objection shall have been urged before 
the Authority or, if it was not so urged, unless there were 
reasonable grounds for failure to do so. 


Applicable Provisions of the Administrative Procedure is 


Secrions 10(a) anp (c) oF THE ADMINISTRATIVE Proce. 
pure Act (5 U.S.C. 1009(a) and (c)) 


Rights of review 


(a) Any person suffering legal wrong because of any 
agency action, or adversely affected or aggrieved by such 
action within the meaning of any relevant statute, shall be 
entitled to judicial review thereof. | 


Acts reviewable 


(c) Every agency action made reviewable by starate 
and every final agency action for which there is no other 
adequate remedy in any court shall be subject to judicial 
review. Any preliminary, procedural, or intermediate 
agency action or ruling not directly reviewable shall be 
subject to review upon the review of the final agency ac- 
tion. Except as otherwise expressly required by stat- 
ute, agency action otherwise final shall be final for the 
purposes of this subsection whether or not there has 
been presented or determined any application for a 
declaratory order, for any form of reconsideration, or 
(unless the agency otherwise requires by rule and pro- 
vides that the action meanwhile shall be inoperative) 
for an appeal to superior agency authority. 
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United States Court of Appeals 


For tae District or CoLtumsia Crecuir 


No. 14,261 


Norra Centrau Arruines, INnc., 
Petitioner, 
v. 


Crviz AERONAUTICS Boarp 
Respondent, 


Lake CENTRAL AIRLINES EMPLOYEE STOCKHOLDER Grovr 
and Lake Centrau AIRLINES, INc., 
on 


REPLY BRIEF FOR PETITIONER 


Summary of Argument 


1. Intervenors’ initial point is that Petitioner’s peti- 
tion for judicial review was not timely filed. Intervenors 
contend that the time within which a petition for judicial 
review may be filed commences to run from the date of 
entry of the Board’s original decision whether or not a 
petition for reconsideration has been filed. Intervenor’s 
contention is contrary to the weight of authority in this 
jurisdiction. The law here prior to the Administrative 
Procedure Act was that a timely petition for adminis- 
trative reconsideration tolls the time within which peti- 
tion for judicial review may be filed. This law has been 
reaffirmed since the enactment of Section 10(c) of the 
APA. Section 10 (c) was intended to eliminate the peti- 
tion for administrative reconsideration as a prerequisite 
to judicial review. It was not intended to change the rule 
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that the time for judicial review is tolled by such a peti- 
tion. Such a rule as that contended for by Intervenors 
would have unfair and inequitable consequences. In some 
instances a party would be deprived of his right to appeal, 
contrary to the intent of Congress as expressed in the 
Civil Aeronautics Act and the Administrative Procedure 
Act. 


A decision by this Court that the period within which 
a petition for judicial review may be filed is not tolled by 
petition for reconsideration, would be a radical change 
in policy. Such a change in policy would be highly preju- 
dicial to Petitioner. Petitioner would, therefore, have 
valid grounds to file a motion for leave to file a late peti- 
tion for judicial review. If the Court should find that 
North Central’s petition was not timely filed this brief 
should be considered as containing a motion to file late. 


2. Respondent and Intervenors appear to be laboring 


under the misapprehension that an acquiring airline must 
show affirmatively that the acquisition will promote the 
public interest. A careful construction of the Civil Aero- 
nautics Act reveals otherwise. North Central’s burden 
of proof was merely to show that its proposed acquisition 
of Lake Central is consistent with, or not adverse to, the 
public interest. It had no burden of showing that there 
would be a resulting promotion of the public interest. 
The burden was on the opponents to show that the trans- 
action would be hostile or adverse to the public interest. 
The scales at the beginning are, therefore, heavy in favor 
of the acquiring airline. That there will be a status quo 
with regard to the public interest after acquisition is not 
sufficient reason to deny approval of the transaction. 
There must ‘be an affirmative finding by the Board, sup- 
ported by substantial evidence, that the acquisition will 
be hostile to the public interest. 


3. Respondent and Intervenors have misconstrued 
Petitioner’s arguments: (1) that the ultimate findings of 
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the Board do not support its conclusion and that the 
Board’s basic findings do not support its ultimate find- 
ings; (2) that the Board has made unexplained depart- 
ures from prior norms; and (3) that the Board’s findings 
are not supported by substantial evidence. The principal 
tenor of Petitioner’s arguments is that the Civil Aero- 
nautics Board is using administrative discretion as a veil 
for arbitrariness. Cerksinly the Court will not permit 
conclusions based on irrelevant findings, arbitrary depart- 
ures from Board precedents, and the “picking and choos- 
ing” of evidence under the guise of administrative dis- 
cretion and expertese. Petitioner suggests that it is a 
dangerous tendency to allow unbridled administrative dis- 
cretion to run roughshod over individual rights. 


ARGUMENT 


. North Central’s Petition for Judicial Review Was 
Timely Filed. ! 
The Period Within Which a Petition for Judicial Review 
May Be Filed Is Tolled by a Petition or seciilaieidalainl 
Reconsideration. 


Intervenors, contend that North Central’s petition for 
judicial review in this case was not timely filed under 
Section 1006(a) of the Civil Aeronautics Act of 1938, [52 
Stat. 1024, as amended by 63 Stat. 107, 49 U.S.C. 646]. 
This section requires that an interested party, who is 
seeking judicial review of an order of the C.A.B., file! a 
petition for review within 60 days after the entry of such 
order. As stated by Respondent (Res. Br. p. 7), North 
Central’s petition for judicial review was filed less than 
60 days after its timely petition for administrative re- 
consideration had been denied, but more than 60 days 
after the entry of the Board’s initial order (Tr. 4269). 


Tt is a well established principle that Courts of Appeals 
ordinarily will review only final orders and judgments. 
| 
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Parr v. U.S., 351 U.S. 513, 76 S.Ct. 912, 100 L.Ed. 1377 
(1956); Washington Bridge Co. v. Stewart, 44 US. 413, 
3 How. 413, 11 L.Ed. 648 (1845); Seaboard & Western 
Airlmes v. C.A.B., 181 F.2d 515, 86 U.S. App. D.C. 64 
(1949), cert. den. 339 U.S. 963, 70 S.Ct. 997 (1950). In 
Federal judicial proceedings where a petition for re- 
hearing or a motion for new trial has been timely filed, 
the running of the period for appeal is tolled and the 
period begins to run anew from the date on which final 
action is taken on the petition or motion.’ This is based 
on the theory that the character of finality does not at- 
tach to the judgment or decree while the lower court 
maintains control over the cause for any purpose. King- 
man & Company v. Western Manufacturing Company, 
170 U.S. 675, 18 S.Ct. 786, 42 L.Ed. 1192 (1898). Conse- 
quently, the courts have interpreted statutory provisions 
requiring that an appeal be taken within a specified time 
after “entry” of judgment as meaning after “final entry” 
of judgment, “final entry” being 'the date on which final 
action is taken on the petition for rehearing. See e.g., 
Kingman v. Western Manufacturing Company, supra. 


Generally, the statutory provisions authorizing the ju- 
dicial review of the orders of administrative agencies, 
such as section 1006(a) of the Civil Aeronautics Act of 
1938,? do not specifically require that the order appealed 
from be a “final order”. The courts have, however, con- 
strued these provisions as meaning “final orders”. Chicago 
& Southern Airlines v. Waterman S.S. Corporation, 333 
U.S. 103, 68 S.Ct. 431 (1948); Western Atrlines, Inc. v. 
C.A.B., 184 F.2d 545 (CA.9, 1950). As a result this Court 
has followed the rule established in appeals from judicial 


1See annotation—motion or petition for rehearing in court 
below as affecting time within which appellant proceedings must 
be taken or instituted, 10 A.L.R. 2d 1075 (1950). 


2 Section 1006(a) states that: “Any order affirmative or nega- 
tive issued by the authority under this action . . . shall be subject 
to review .. .” 





i 
| 
\ 
{ 


4) 
tribunals, and held that where a petition for reconsidera- 
tion or rehearing has been filed before an administrative 
agency, that petition tolls the time for petition for judi- 
cial review, and the time begins to run anew from the date 
of entry of an order on the petition for reconsideration. 
Braomiff Airways, Inc. v. C.A.B., 79 US. App. D.C. 341, 
147 F.2d 152 (1945); Waterman S.S. Corporation v. 
C.A.B., 159 F.2d 828 (CA.5 1947) ; State Airlines v. C.A.B., 
US.Ct. App. D.C., Case No. 9604 (1947), not reported.* 
The basis for these decisions is that the petition for re- 
hearing or reconsideration automatically suspends the 
finality of the order of which reconsideration is sought. 
Albertson v. F.C.C., 87 U.S. App. D.C. 39, 182 F.2d 397 
(1950) ; Braniff Mrcuys v. C.A.B., supra; Waterman 8.8. 
Corporation v. C.A.B., supra; State Airlines v. C.A.B., 
supra. It is a sound policy of the courts, in accordance 
with orderly procedure and good administration to allow 
an administrative agency to correct its own errors. U.S. 
v. Tucker Truck Lines, 344 U.S. 33, 73 S.Ct. 67 (1952). 
Saginaw Broadcasting ‘Company v. F. C.C., 68 App. D.C. 
282, 96 F.2d 554 (1938). 


Intervenor Lake Central Airlines, Inc., contends (Int. 
Br. 15 and 16) that since the Board’s aaceansl rules 
(14 C.F.R. 302.37) provide that a petition for recon- 
sideration will not stay the effectiveness of a Board order 
unless specifically so ordered by the Board, the period 
within which appeal may be taken is not tolled by the peti- 
tion for reconsideration. This is contrary, however, to 
this Court’s opinion in the Saginaw case, supra, where 
it was held that the rule as to the tolling of the appeal 
period is in no way altered because the filing of a peti- 
tion for reconsideration does not automatically stay the 
effectiveness of the administrative order. The two mat- 
ters are entirely separate and distinct. One effects the 
internal procedure of the Board. The other concerns the 





3 This case will be discussed, infra. 
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jurisdiction of the Court of Appeals to entertain an ap- 
peal. Certainly with respect to the latter, the opinion 
of this Court is controlling. 


2. The Advent of Section 10(c) of the Administrative 
Procedure Act Did Not Change the Prior Existing Law 
That a Timely Filed Petition for Reconsideration Tolls 
the Period Within Which Appeal May Be Taken. 


Intervenor Lake Central Airlines, Inc. contends that 
Section 10(c) of the Administrative Procedure Act, [9 
U.S.C. $1009 (c)] which became effective on September 
11, 1946, has changed the law which existed prior to the 
enactment of that section, with respect to the effect of 
a petition for reconsideration before an administrative 
agency upon the time allowed to petition for judicial 
review. Section 10 (c) provides in part that, “except as 
otherwise expressly provided by statute,” agency action 
otherwise final shall be final for the purposes of judicial 
review “whether or not there has been presented or de- 
termined any application ... for any form of reconsidera- 
tion.” It is Intervenors’ contention that this statutory 
provision establishes the principle that a subsequent peti- 
tion for reconsideration, or rehearing, timely presented 
to an administrative agency does not toll the period 
within which an appeal may be taken. (Int. LCA. Br. 11 
and 16). In support of their case, Intervenors rely on the 
decisions of the U.S. Court of Appeals for the Ninth Cir- 
cuit in Consolidated Flower Shipments, Inc.-Bay Area v. 
C.A.B., 205 F.2d 449 (C.A.9 1953) and Northwest Marine 
Terminal Assn. v. Federal Maritime Board, 218 F.2d 815 
(9th Cir. 1955). Petitioner contends the decision in the 
Consolidated Flower case, supra, for the reasons herein- 
after stated, is faulty and should not be substituted for 
the fairer rule long established by the more experienced 
court of this Circuit. 


Before Section 10 (c) of the Administrative Procedure 
Act there was much confusion as to whether a petition 


‘ 


for administrative reconsideration was a prerequisite to 
judicial review.* The confusion resulted from the rule 
that no resort to a judicial tribunal would be allowed un- 
til all administrative remedies had been exhausted. Myers 
v. Bethlehem Shipbuilding Corporation, 303 U.S. 41, 50, 
51, 58 S.Ct. 459, 463, 82 L.Ed. 638 (1938). | 


The problem was whether or not a petition for ad- 
ministrative reconsideration was one of those administra- 
tive remedies which had to be exhausted. Several counts 
have stated that the problem is one which should be re- 
solved on the merits of each particular case. Southland 
Industries v. F.C.C., 69 App. D.C. 82, 99 F.2d 117, 121 
(1938); Levers v. Anderson, 326 US. 219, 66 S. Ct. 
72 (1945); U.S. v. Abilene & Southern Railuae y Com- 
pany, 265 U.S. 274, 280-282, 44 S.Ct. 565, 566, 567, 68 
L.Ed. 1016 (1924); Yankee Network, Inc. v. F.C.C., 107 
F.2d 212, 217 (1939). This rule, however, provides little 
guide for future litigants. Many litigants would petition 
for administrative reconsideration merely to insure a day 
in court. Others who did not petition for reconsideration 
would find that they had been thrown out of court for 
failure to exhaust administrative remedies. | 


It is in the question of whether or not a petition for 
administrative reconsideration was a prerequisite ‘to ju- 
dicial review that confusion existed. There was no con- 
fusion as to the law involved after petition for recon- 
sideration had been filed. In the latter case, the over- 
whelming weight of authority was that the time for ap- 
peal was tolled until after final decision on the petition for 
reconsideration. Saginaw Broadcasting Company v. F.C.C., 
supra; Burnet v. Lexington Ice and Coal Co., 62 F.2d 906 
(1933) ; Helvering v. Louis, 77 F.2d 386 (1935) ; Commis- 





4See: Final order—Section 10(c) of the Administrative Pro. 
cedure Act (Consolidated Flower Shipments, Inc. v. C.A.B. ), 6 
Stanford L. Rev. 531 (May ’54). 


5 Atty. Gen. Comm. Ad. Proc. Sen. Doc. No. 8, 77th Cong ist 
Sess., 132 (1941). 
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stoner of Internal Revenue v. Lincoln Boyle Ice Co., 93 F.2d 
26 (1937); Braniff Airways v. C.A.B., supra. Section 10(c) 
of the Administrative Procedure Act, supra, was designed 
to placate the confusion which actually existed. Its pur- 
pose was simply to establish once and for all that a peti- 
tion for administrative rehearing or reconsideration was 
not required as a prerequisite to judicial review. Section 
10 (c) has not changed the well-established law which 
applies once such a petition has been filed, that the time 
within which appeal may be had runs from ‘the date of 
entry of a final order on the petition. To apply the 
Consolidated Flower rule supra is to impale Petitioner 
upon the horns of a dilemma. Under this rule Petitioner 
would have to file a petition for judicial review within 
60 days after the Board’s decision. The Court cannot 
review any question unless it has been presented before 
the Board. Section 1006-(e) Civil Aeronautics Act supra; 
Seaboard & Western Airlmes, Inc. v. C.A.B., 87 U.S. App. 
D.C. 78, 183 F.2d 975 (1950); Utica Observer-Dispatch, 
Inc., v. NLRB, 229 F.2d 575 (CA2 1956). The examiner 
may, as in this case, find for the petitioner on any num- 
ber of questions raised before him. It is therefore not 
necessary for the Petitioner to raise these questions be- 
fore the Board. If the Board reverses the examiner, 
Petitioner cannot petition for judicial review on these 
questions not theretofore raised before the Board unless 
it incorporates these questions into a petition for recon- 
sideration and presents them to the Board. The Board 
may not act on this petition for reconsideration until 
after the 60-day period within which judicial review 
may be sought. Petitioner is, therefore, deprived of 
what may be excellent grounds for appeal. It is the 
policy of Congress, as manifested in the Administrative 
Procedure Act and the Civil Aeronautics Act, 'to provide 
a right of appeal from administrative decisions. These 
Acts should be construed in such a manner as to give the 
fullest effect to the policy of the Legislature; and any 
construction which would alter or defeat that policy should 
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be avoided. U.S. et al. v. N.E. Rosenblum Truck Lines, 
Inc., 315 U.S. 50, 62 S.Ct. 445 (1942); Ozawa v. Pats; 260 
U.S. 178, 43 S.Ct. 65. 


The legislative history of the Administrative oe 
Act points toward the legislative intention that the pur- 
pose of Section 10 (¢) was merely to eliminate the petition 
for administrative reconsideration as a formal condition 
precedent to appeal. There is nothing which would indi- 
cate that there was to be a change in the prior law bc 
the litigant did request a rehearing. 


The Aittorney General’s opinion which was given atthe 
request of the Senate Judiciary Committee concerning: the 
proposed Section 10 (c) and its effect upon finality shows 
that he considered 10(¢) to mean simply that a rehear- 
ing need not precede judicial review.- The Attorney Gen- 
eral’s Manual on the Administrative Procedure Act which 
was published after the Act was passed, substantiates 
this opinion.’ These pages concern themselves solely with 
the prerequisite problem. 


The House Committee on the Judiciary in its ae on 
the bill which became the Administrative Procedure ‘Act 
showed that it was only concerned with the le 
problem when it stated: 


“There is a fundamental inconsistency in etetne 
a person to continue ‘exhausting’ administrative 
processes after administrative action has become, 
and while it remains, effective.” (House Report No. 
1980, 79th Cong., 2nd Sess.) 


When all of these matters are considered it oan ba 
said that Congress intended that Section 10 (c) should 
apply to cases in which a petition for reconsideration’ by 
an administrative agency was actually filed. The law that 
a petition for reconsideration tolls the period within which 

6 Sen. Doc. No. 248, 79th Cong., 2nd Sess., 413 to 414 (1946). 

7 Atty. Gen. Man. on the Ad. Proc. Act 101 to 105 (1947). | 
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an appeal may be taken still exists. It is still valid, and 
Section 10 (c) did not change that law. 


The Court of Appeals in the Ninth Cireuit erred in 
Consolidated Flower Shipments v. C.A.B., supra, in find- 
ing that there is no ambiguity in Section 10(c) of the 
Administrative Procedure Act, supra, and that there is 
no room for construction of the statute. It is impossible 
to properly construe the language of a statute so as to 
give maximum effect to the intent of Congress if we 
merely take a few words or phrases from their context 
and attempt to determine their meaning m vacuo. In 
the interpretation of a statute the courts should construe 
the language so as to give maximum effect to the intent 
of Congress and there is no invariable rule for the dis- 
covery of that intent. In U.S. v. American Trucking Asso- 
ciations, Inc., et al., 310 U.S. 534, 60 S.Ct. 1059 (1940), 
the Supreme Court held that in some cases even where 
the words of a statute are seemingly unambiguous, ex- 
trinsic evidence may be admitted to explain the purpose 
of the words instead of accepting their literal meaning. 
But even if we accept the “plain meaning rule” as in- 
violable, Section 10 (c) does not so clearly express its 
meaning as to render an inquiry into its legislative his- 
tory improper. The words of Section 10 (c)—“for the 
purposes of this subsection”’—require such an investiga- 
tion, since the purposes are nowhere stated in the Act 
itself. 


In two cases decided by this Court after enactment of 
the Administrative Procedure Act it has been held that 
the time period allowed for judicial review of adminis- 
trative orders is tolled by a timely petition for judicial 
review filed with the administrative agency. Albertson 
v. F.C.C., supra; State Airlines v. C.A.B. supra. The 
Court of Appeals for the Fifth Circuit made similar find- 
ings in Waterman Steamship Corporation v. C.A.B., 
supra. These cases buttress Petitioner’s contention that 
Section 10 (c) of the Administrative Procedure Act did 
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not change the law concerning the tolling of the period 
for judicial review. 


The courts in both the Albertson case and the Water- 
man case, Supra, used the same rationale in reaching their 
conclusions as was used by the courts in the pre-APA era, 
to wit: that where a petition for reconsideration had been 
actually filed before an administrative agency that agency 
maintains a degree of control over the cause which de- 
prives it of the finality necessary to permit judicial re- 
view. Indeed, these two courts even cite the pre-APA 
Braniff Airways v. C.A.B., swpra, and Saginaw , Broad- 
casting v. F.C.C., supra, in support of their decisions. It 
would be unrealistic to assume that this Court and the 
Court of Appeals for the Fifth Circuit were unaware of 
the existence of Section 10 (c) or its meaning at the time 
of their decisions in the Albertson and Waterman cases, 
supra. The obvious assumption is that the two courts 
did not believe that Section 10 (c) has changed the law 
as to the tolling of the period of petition for judicial 
review, by a petition for administrative reconsideration. 


This Court in effect held that 10 (c) had not changed 
this rule in State Airlines v. C.A.B., supra. In that case 
the petitioner had filed a petition for reconsideration with 
the C.A.B. afiter the expiration of the 60-day period from 
the date of entry of the order complained against, but be- 
fore the Board had ruled on the petition for reconsidera- 
tion, a petition for judicial review was filed with this 
Court. The Board filed a motion to dismiss the petition 
for judicial review on the following grounds: (1) that iif 
Section 10 (ic) had changed the prior law, the petition was 
not timely filed; and (2) that if Section 10(c) had éf- 
fected no change, then the petition was premature since 
the petition for reconsideration was still pending before 
the Board. This Court, on September 3, 1947, entered an 
order dismissing the petition as premature. A petition 
for judicial review was subsequently filed and enter- 
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tained by this Court within the 60-day period following 
denial of the petition for reconsideration by the Board. 
This Court thus implied that the rule as to the timely 
filing of petitions for judicial review had not been changed 
where a petition for reconsideration in the agency was 
actually filed. 


3. Petitioner Has Reasonable Grounds to Move This Court 
for Permission to File Late Its Petition for Judicial 
Review 


Section 1006 of the Civil Aeronautics Act, supra, pro- 
vides that: 


“After the expiration of said sixty days a petition 
may be filed only by leave of court upon showing of 
reasonable grounds for failing to file the petition 
theretofore.” 


If the Court should find that Petitioner’s petition for 
judicial review was not timely filed, within the purview 


of Section 1006, then Petitioner has reasonable grounds 
to seek permission to file late. Such a finding would con- 
stitute a change by this Court in its policy of accepting 
jurisdiction when the petition is filed within 60 days 
following final action by an administrative agency on peti- 
tion for reconsideration. Braniff Airways v. C.A.B., 
supra; Albertson v. F.C.C., supra; Northwest Airlines, Inc., 
v. C.A.B., C.A.D.C., Case No. 10,785; Cook Cleland Catalina 
Airways v. C.A.B., C.A.D.C., Case No. 11,095; Donaldson 
v. C.A.B., C.A.D.C., Case No. 11,259; Air Transport Asso- 
ctates v. C.A.B., C.A.D.C., Case No. 11,260. With this 
policy in mind, Petitioner filed in good faith its petition 
for judicial review within 60 days following final Board 
action on its petition for reconsideration. It would be 
manifestly unfair, and highly prejudicial to change the 
Court’s procedural policy so as to give the change a retro- 
active effect. Petitioner respectfully requests that, if 
this Court should find that its petition was not timely 
filed, this brief should be considered as containing a 
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motion for leave to file late. The change of rules is rea- 
sonable grounds for failure to file the petition within the 
new time limitations. 


B. There Is No Requirement That an Acquiring Airline 
Show Affirmatively That the Acquisition Will Roomate 
the Public Interest. 


It appears to be Respondent’s and Intervenors’ eorsten: 
tion that, under Section 401 (i) [52 Stat. 987, as amended 
by 56 Stat. 265, 61 Stat. 449, 49 U.S.C. 481] of the Civil 
Aeronautics Act of 1938, a transfer of a certificate of 
public convenience and necessity may be granted only 
after the proponent has shown affirmatively that the 
transfer will promote the public interest (Res. Br. pp. 15 
and 16; Intervenor LCA Br. F/N 16 p. 23). This is a 
misconstruction of Section 401 (i). Section 401 (i) requires 
a finding that the transfer is “consistent with the public 
interest”. Section 408 (b) [52 Stat. 1001, 49 U.S.C. 488] 
provides that the Board “shall” approve a proposed 
acquisition unless it finds that the acquisition “will not 
be consistent with the public interest”. Consistency under 
Section 401(i) means not inconsistent. There is no re- 
quirement that the one seeking transfer of the certificate 
under 401(1), or the one seeking acquisition under 408, 
show that the public interest will be promoted by the 
proposals. Section 401(i) and 408(b) are to be distin- 
guished from Section 401(d)(2), supra. Section 401(d) 
(2) encompasses the issuance of an original certificate, 
and provides that, before such a certificate may be 
granted, the Board must find that it is required by the 
public convenience and necessity. The importance of the 
distinction revolves around a question of the burden of 
proof. Under Section 401(d)(2) the Board must find af- 
firmatively that the public convenience and necessity re- 
quire the certification. The burden of proof under this 
section, therefore, is upon the proponent to show the 
promotion of the public convenience and necessity. Un- 
der Section 401(i) and 408(b), however, where consistency 
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with the public interest is the only test, the burden is on 
the side of the opponent to show inconsistency. This is 
emphasized by the words in Section 408(b) which make it 
mandatory on the Board to approve an acquisition unless 
it finds that the acquisition “will not be consistent with 
the public interest.” The problem is one of procedure, 
not one of substance. North Central readily agrees that 
401(i) and 408(b) relate to the definition of “public in- 
terest” as established in Section 2 of the Civil Aero- 
nautics Act. Who is to prove that the proposed trans- 
action is or is not within the public interest, as defined 
in Section 2, is another matter. 


The distinction between consistency with the public in- 
terest and promotion of the public interest has been drawn 
by the Interstate Commerce Commission. Under the 
Motor Carrier Act of 1935, Section 213(a)(1) the I.C.C. 
was authorized to approve acquisitions and mergers upon 
the finding that they would be “consistent with the public 
interest.” A proviso in the same section, however, stated 
that if the applicant was a carrier other than a motor 
carrier the Commission should not approve the acquisition 
unless it would “promote the public interest.” The I.C.C. 

eld, in distinguishing between the two clauses, that the 

hrase “consistent with the public interest’? means not 
contradictory to, or not hostile to the public interest. Scot 
Bros., Inc., Collection and Delivery Service, 2 M.C.C. 
155 (1937); Merchant's Dispatch, Inc.—Purchase—J.H. 
Smathers and P.A. Padfield, 25 M.C.C. 407 (1939). There 
is a similar proviso in Section 408(b) of the Civil Aero- 
nauties Act, supra. The first part of 408(b) states that the 
Board “shall” approve a merger or acquisition unless it 
finds that such merger or acquisition “will not be consist- 
ent with the public interest”. The proviso then states that 
the Board shall not approve an acquisition by a surface 
carrier unless it finds that the transaction “will promote 
the public interest”. This section shows that Congress 
drew here, as it did in the Motor Carrier Act, a careful 
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distinction between consistency with the public interest 
Tinermore, © 
Ss recognized that such a Atnsion exists.® This 
distinction is maintained throughout the Act. Sections 
401(d)(2), 401(h), 401(k), and the proviso in Section 
408(b) all require an affirmative finding by the Board that 
the public interest will be promoted. The burden of proof 
under these sections is upon the proponent to show that 
there will be a promotion of the public interest. To be 
distinguished from those sections are the sections of the 
Act which require the Board to take some action if that 
action is consistent with, or not adverse to, the public 
interest. These sections are 401(i), 408(b), 409(a), and 


412(b). Under these sections proponent need show only 

that the pFOposed-THiisaction will not be adverse to the — 
ee 
struction of statutes that where the legislature uses cer- 
tain language in one instance and wholly different lan- 
guage in another there is an inference that different 
results were intended. New Jersey v. Anderson, 203 U.S. 
483, 51 L.Ed. 284, 27 S.Ct. 137. Such is the case here. In 
one instance the legislature uses the phrases “promote the 
public interest” and “required by the public convenience 


and necessity.” In the other instance it expresses itself 
with such phrases as “consistent with the public interest” 









8The Board said in American President Lines, Ltd., et al. 
Petition, 7 CAB 799, 804 (1947): 


“The interpretation which we here place on sections 401 and 
408 of the Civil Aeronautics Act is substantially in accord 
with that which the Interstate Commerce Commission has 
placed upon the comparable sections of the Motor Carrier Act 
which were enacted in response to the problem which had 
arisen from the efforts of the railroads to enter the motor- 
carrier field. Sections 401 and 408 of the Civil Aeronautics 
Act were borrowed practically word for word from sections 
207 and 213 of the Motor Carrier Act, which latter sections 
regulate, respectively, the issuance of certificates of public 
convenience and necessity and the approval of acquisitions, 
mergers, and consolidations involving rail and motor carriers. ~ 
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and “not adverse to the public interest’’. It is logical to 
assume that since the legislature used different words and 
phrases it intended different results. 


C. Respondent and Intervenors Have Not Met Petitioner’s 
Contention That The Ultimate Findings Of The Board 
Do Not Support Its Conclusion And That The Board’s 
Basic Findings Do Not Support Its Ultimate Findings. 


Respondent CAB (Res. Brief 15 and 21) and Inter- 
venor, Lake Central Airlines, Ine. (Int. LCA Br. 18-33) 
appear to be laboring under a misapprehension with 
regard to Petitioner’s initial premise that the Board’s 
ultimate findings do not support its conclusion (Pet. Br. 
pp. 12-22) and that the Board’s basic findings do not sup- 
port its ultimate findings. On page 15 of its brief, the 
Respondent states: 


“Petitioner’s initial premise appears to be that the 
Board’s findings on their face do not spell out an 
adequate basis for its action.” 

The problem is one of irrelevancy, not inadequacy. There 
is no problem of weight of the matters proposed by Peti- 
tioner in Sections A and B of its brief. North Central 
simply contends that even if the findings referred to in 
these sections are true, they are of no value in reaching a 
conclusion. They have no bearing on the issues. Neither 
Respondent nor Intervenors give reasons why these find- 
ings are relevant. In the last analysis their argument 
is a reiteration of the findings of the Board and a 
categorical statement that the findings adequately support 
the conclusions. 


On page 17 of its brief, Respondent commends as a good 
reason for the Board’s refusal to approve the acquisition 
that North Central and Lake Central were certificated to 
serve separate and distinct trade areas. As reasons for 
this commendation Respondent alleges that: 
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(1) Local service carriers were certificated to meet 
the needs of smaller cities for short haul and con+ 
necting local service (Res. Br. p. 17); | 

(2) From the very beginning, the Board has followed 
the principle of fashioning local service route 
systems for single trading areas and of authoriz- 
ing operations by local carriers whose interests 
are centered in and confined to the area eaves 
(Res. Br. p. 18) ; 


(3) With its operations confined to a compact dich 
homogenous market area, the local operator must 
concentrate upon the generation of maximum 
trafic within that area. (Res. Br: p: 18). 


Respondent neglects the proposition that strict adherence 
to the area concept in acquisition and merger cases would” 
mergers Tons wou ce place 

le area concept has not been used in acqui 

tion and merger cases, except in the Southwest-West Coast 
Merger Case, 14 CAB 356 (1951). It has been used 
solely as a basis for selection of carrier in route certifica- 
tion cases. There is no problem of selection of carrier 
here. This is a proceeding for approval of acquisition of 
control of an airline. The area concept is not workable 
when applied to acquisition and_merger-cases. We grant 
thatthe Board Tolows a policy of initially certificating 
local service route systems for single trading areas, 
We also concede that this policy is based on eco- 
nomie considerations. The Civil Aeronautics Act, how: 
ever, provides for mergers (Section 408). If airlines 


va 


are prohibited from merging simply because thev 
cer URCATSU-OTTEMMMN-TOSETVE-SSpAPHS and distinct trade 
areas, section 408 would be useless, a sterile thing. It 
WOME DE IM poss! Die—for-onre—xrtine tyres, another; 
Certainly the Congress did not intend that result. It is 
logical that the legislative intention was to favor mergers 
of air carriers where the economies result therefrom, even 
though the carriers involved were originally certificated 
to serve separate areas. Moreover, strict adherence to the 
area concept would mean complete elimination of all 
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competition within the given areas. This is contrary to 
Section 2 of the Civil Aeronautics Act [25 Stat. 980, 49 
U.S.C. 402], which provides that “Competition to the 
extent necessary to insure the sound development of an 
air-transportation system” is in the public interest. 


The area concept appears to be the result of prestidigi- 
tation on the part of the Board. By “administrative 
legerdemain” the Board invokes this mystie practice in 
eases where it needs support for its otherwise weak de- 
cisions. Certainly the Board was not concerned with the 
area concept, except possibly in name only, when it de- 
cided in the Seven States Case, supra, to give North 
Central extensive routes in the North Dakota and South 
Dakota areas, which are completely foreign to the original 
North Central trade area. In that same case the Board 
granted to Ozark Airlines routes in South Dakota and 
Nebraska, which states had never before been served by 
Ozark. Frontier Airlines, which exists principally in 
Montana, Utah, Wyoming, Colorado, New Mexico and 
Arizona, was certificated all the way across Nebraska to 
Omaha and Kansas City. Where, we may ask, was the 
“area concept” when the Board announced its decision in 
the Seven States Case, swpra? The CAB reports ar 
replete with cases in which carriers have been certificated 
to serve cities and routes in areas not their own.? How 


® Allegheny Airlines was certificated across Lake Erie into the 
North Central and Lake Central City of of Detroit. Erie-Detroit 
Service Case, Docket No. 6927, et al., Order No. E-10625 (1956). 
Bonanza was certificated into Southwest Airways Co.’s area 
at Los Angeles, Reopened Additional California-Nevada Service 
Case, Docket No. 2019, et al., Order No. E-6040, and into Fron- 
tier’s area at Salt Lake City. Service to Phoenix Case, Docket No. 
6247, Order No. E-11833 (1957). Central Airlines was allowed to 
encroach on Frontier’s area at Denver, Service to Liberal Case, 
Docket No. 6211, et al., Order No. E-10539, decided August 16, 
1956, and on Ozark’s territory at Kansas City, Service to Fayette- 
ville, Arkansas, Docket No. 5592, et al., Order No. E-8544. Ozark 
was given an extension out of its area to Sioux City, Route 106 
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then can it be said that the matter of area integration, is 

relevant in the determination of whether an acquisition 

or merger is inconsistent with the public interest? 

D. An Unexplained Departure From Prior Norms by the 
Board May Lead to an Inequitable “Double Standard”. 


In its initial brief, Petitioner made the point that the 
CAB has made unexplained departures from prior norms 
with regard to integration and size of the combined sys- 
tems in acquisition and merger cases (Pet. Br. pp. 40-44). 
In an attempt to evade this point, Respondent has circum- 
navigated the real issue. It has cited a number of cases 
in which the Board has delineated some of the considera- 
tions to be used in determining when approval of an ac- 
quisition or a merger will be granted (Res. Br. 35-38). 
Petitioner agrees that there are many such considerations. 
That, however, is beside the point. The Board has held 
that “It is not essential that the routes of two companies 
be complementary.’’ Arizona-Monarch Merger Case, 11 
CAB 246 (1950). It held also in that case that an im- 
portant question in acquisition cases is that which relates 
to the economies which would be achieved through the 
joint use of facilities, equipment and personnel. With this 
in mind, North Central directed a large part of its case 
toward the showing of economic integration, yet the Board 
in its opinion overlooked the economies involved in this 
case and gave as a reason for its decision here that the 
trade areas of the two airlines are not complementary 


Renewal Case, Docket No. 6050, et al., Order No. E-8841, decided 
December 22, 1954, and into the North Central area at Minne- 
apolis, Quad Cities-Twin Cities Case, Docket No. 7192, et al., 
Order No. E-11067, decided February 27, 1957. These cases repre- 
sent only a few of those in which the Board has overlooked the 
area concept in awarding air routes outside of a local carrier’s 
trading area and in the trading area of another carrier. In 
almost every certificate renewal case the Board has extended ite 
applicant outside of its original trading area. 
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(Tr. 4269). There may be a valid reason for the Board’s 
finding. Then, again, the Board may be applying an 
arbitrary double standard. It is impossible for this Court 
to properly review the Board’s action unless it knows the 
reason for this departure from a prior norm. 


Respondent implies (Res. Br. p. 37) that a single case 
does not establish a precedent. Certainly this is not true. 
Each and every case in which questions of law are decided 
by the Board establishes a precedent or a norm as to 
those points of law. The Board, however, bolstered its 
opinion in the Arizona-Monarch Case, supra, in its de- 
cision in the States-Alaska Case, Docket No. 5756, eé al., 
Order No. E-9247 (1955), where it held: 


Such a merger would result in substantial 
sepiidiies in subsidy. It would eliminate duplicating 
management and overhead costs. Maintenance facili- 
ties for DC-3’s now provided by both carriers at high 
cost could be combined and station costs at points now 
served by both carriers substantially reduced . . .” 

Petitioner simply asks that the Board explain its de- 
parture from these norms. Why did the Board fail to 
seriously consider the all-important economies involved in 
this case? 


As contended by Petitioner (Pet. Br. 42-43), and agreed 
upon by Respondent (Res. Br. 37), it is Board precedent 
that the size of the combined systems alone does not 
dictate disapproval of a proposed merger or acquisition. 
Monarch-Challenger Merger Case, 11 CAB 33, 37 (1949). 
The Board has in this case made size an all-important 
factor, however. It gives as a major reason for its disap- 
proval of the North Central-Lake Central acquisition the 
finding that the combined North Central and Lake Central 
systems will create a “local service system of unprece- 
dented size with route mileage extending close to 5,000 
miles.” (Tr. 4275). It would appear that the Board is 
applying an arbitrary double standard in the light of the 
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announced route awards in the Seven States Area Inves- 
tigation, supra. Intervenor Lake Central Employee Stock- 
holder Group set forth the routes granted to North 
Central in that proceeding (Int. LCES Br. p. 2). 
Ozark Air Lines, Inc. and Frontier Airlines, Inc., which 
are local service carriers, were also certificated to serve 
extensive additional route miles in that case. Table: I 
below is an analysis of the awards announced by the 
Board in the Seven States Case, supra, by its press ia 
lease, No. CAB-58-33, dated May 19, 1958. 


TABLE I 


Compared Size of Carrier’s Route Systems 
Merged NOR & LCA with Recent Awards. 
Certificated, Unduplicated Route Miles 


Acquisition Case 


Exhibits Decision 
Sept.1955 July 9, 1957 


North Central 2652 3152 
Lake Central 1636 2282 


Total 4288 5434 


June 7 States Total 
1958 Award 1958 
Frontier 3532 2538 6070 
North Central 3529 1969 5498 
Ozark 3568 2234 5802 


Source:—ATA Mileage Book 
Carrier’s Certificates 


Table I shows that the number of route miles of the 
combined North Central and Lake Central systems at the 
time exhibits were filed in this acquisition proceeding 
amounted to only 4,288 miles. On July 9, 1957, at the 
time of the Board’s decision in this case, North Central 
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and Lake Central together were certificated to serve only 
5,434 route miles. In the Seven States Case, supra, the 
Board announced the award to Frontier of an additional 
2,538 route miles, which is 256 route miles greater than 
the size of the Lake Central system at the time of the 
decision in the Acqutsition Case. This will swell the 
Frontier system to 6,070 route miles, or some 636 route 
miles more than the combined North Central-Lake Central 
systems which the Board held to be of “unprecedented 
size,” on July 9, 1957. Table I also reveals that the Seven 
States Case, supra, award will increase both North Cen- 
tral and Ozark to a size larger than the combined North 
Central-Lake Central systems in 1957. Why does the Board 
create local service carriers of unprecedented sizes in an 
area case but not in an acquisition case? Why is Frontier 
allowed to maintain its status as the largest local service 
carrier in terms of route miles, while North Central is de- 
nied authority to acquire Lake Central because the com- 
bined systems “would comprise more route mileage than our 
largest local service carrier?” (Tr. 4275 and 4276). It may 
be that the Board has a valid answer for these questions 
but until they are answered by the Board, this Court 
cannot properly perform the task of judicial review. The 
Board’s findings are insufficient. Respondent’s counsel in 
its brief attempts to give an explanation for the Board’s 
departure from prior norms( Res. Br. 35). It is, however, 
incumbent upon the Board itself to give these answers and 
explanations. Counsel’s brief and argument are not suffi- 
ecient. S.E.C. v. Chenery Corp. et al., 318 U.S. 80, 94, 63 
S.Ct. 454 (1943); Dulles v. Boudin, 98 U.S.App.D.C. 305, 
235 F.2d 532 (1956). 


E. Respondent and Intervenors Have Misconstrued the 
Substantial Evidence Rule. 


It appears from Respondent’s and Intervenors’ briefs 
that they have misconstrued the substantial evidence rule. 
It is not Petitioner’s contention that the Board’s findings 
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are unsupported by evidence as stated by Respondent 
(Res. Br. p. 21). Neither is it Petitioner’s contention as 
stated by Intervenor Lake Central Airlines (Int. LCA Br. 
p. 33) that there is a “lack” of evidence to support the 
Board’s findings. To the contrary, there is evidence which, 
standing alone, supports the Board’s findings. Petitioner 
contends, however, that if the Board considered this 
evidence together with all of the evidence on the “whole ~~ 
record” it could not have made these findings. Undoubt- 
edly the Board can, in any case, and did, in this case, find 
isolated bits of evidence to support its findings. Such 
selectivity by an administrative agency is arbitrary, how- 
ever. Congress intended that the “whole record” rule set 
forth in Section 10(e) of the Administrative Procedure Act 
[5 U.S.C. $1009] eliminate the tendency of administrative 
agencies to roam the record at will and arbitrarily “pick 
and choose” evidence in support of its findings. Universal 
Camera Corporation v. National Labor Relations Board, 
340 U.S. 474, 71 S. Ct. 456 (1951). To this end, it gave the 
courts the authority to reverse administrative findings if , 
they are not supported by substantial evidence on tke . 
“whole record.” This power of review was meant to 
thwart the scourge of unbridled administrative discretion. 


Illustrative of the pitfalls of “picking and choosing” 
evidence is the Board’s finding that LCA has “already 
shown marked improvement in its economic condition.” 
As a basis for this finding the Board compared LCA’s 
1955 and 1956 experience in terms of load factors, break- 
even need per revenue plane mile and ratio of break-even 
need ver dollar of commercial revenue (Tr. 4279). Peti- 
tioner pointed out in its petition for reconsideration to 
the Board (Tr. 4334) and in its initial brief to this Court 
(Pet. Br. p. 53) that these ill-chosen indices do not, in the 
iight of the other evidence, support the finding that LCA 
nas made marked economic improvement. Recent develop- 
ments have proved petitioner to be prophetic. As of 
March 31, 1958, LCA’s break-even need was 65.3 cents 
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per mile.’ This is .32 cents per mile higher than it was in 
1955, and 8.69 cents per mile higher than the amount which 
the Board considered a “marked improvement” in 1956. 
LCA had a load factor for the year ending March of 1958 of 
only 43 percent. This is very little improvement over the 
42.56 percent load factor which LCA was experiencing in 
1956. Neither has the ratio of break-even need for dollar of 
commercial revenue shown any “marked improvement” be- 
tween the years 1956 and 1958. In 1956 this ratio was .93 
to 1. In 1958 it is .922 to 1. If the Board had considered 
all of the evidence on the record, it would have found no 
“marked improvement’’ in LCA’s economic position. The 
Board chose, however, to scavenge among the evidence 
and select those choice tidbits which supported its finding. 
Its finding was, therefore, arbitrary. 


10 Public Record Form 41 Reports submitted by Lake Central 


and on file with the C.A.B. 


11The Board gave as a reason for rejecting the Examiner’s 
pessimistic view of Lake Central’s future as an independent locai 
service carrier (Tr. 4279) that “Lake Central has already been 
expanded to some extent subsequent to the Initial Decision, thus 
giving it access to a larger volume of traffic with a further 
opportunity for lowering its unit costs and increasing its load 
factor.” (Tr. 4280). From recent developments it is obvious that 
the Board was in error. Two of the most recent route expansions 
to which the Board was obviously referring were the Lima-Detroit 
segment (Lima-Detroit Service Case, Docket No. 7480, Order No. 
E-10960, 1957) and the Cincinnati-Columbus segment (Portsmouth 
Service Investigation, Docket No. 7887 et al., Order No. E-10775, 
1956). In the Great Lakes Local Service Investigation, Docket No. 
4251, et al., Lake Central has filed an exhibit (LC 900A) which 
shows that it had average load factors of 18.8% and 19.2% respec- 
tively on the Lima-Detroit and the Cincinnati-Columbus segments 
for the first four months of 1958. It was low load factors such as 
these that gave Lake Central its extremely low system load factor 
of 38.6% for the year ending Sept. 30, 1957. Such load factors will 
not strengthen Lake Central’s route system. They will only serve 
to drag it into an abyss of insolvency. This type of route strength- 
parted may prompt even Lake Central to say, “Save us from our 
riends.” 
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CONCLUSION 


Petitioner feels that it has suffered a grave injustice at | 
the hands of the Civil Aeronautics Board. The Board has | 
used the guise of “administrative discretion” and “ad- | 
ministrative expertese” to veil its insufficient and unsup- | 
ported findings. Certainly the members of the Board are 
experts in their own right. Certainly they should be af-. 
forded a degree of discretionary leeway in their actions. , 
Administrative discretion, however, should not be per-. 
mitted to run rampant. An administrative agency should | 
not be allowed to tread upon parties who seek its aid, and | 
then give as a reason for its action that it is an expert’ 
body. Such is the inevitable result of allowing the agency 
to disregard precedents and prior norms without explana-. 
tion. Such is the inevitable result of permitting the agency | 
to “pick and choose” evidence in support of its findings. : 
The CAB engaged in such practices when it denied North | 
Central’s petition for approval of its acquisition of Lake | 
Central. The CAB order should be reversed and this case 
remanded for further proceedings. 


Respectfully submitted, 


A. L. WHEELER 
Attorney for Petitioner 
1200 Sheraton Building 
Washington 5, D.C. 


Avucusr 15, 1958 
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COUNTER-STATEMENT OF QUESTIONS INVOLVED 


In the opinion of the Lake Central Airlines Employee : 
Stockholder Group, the following questions are involved in | 
the petition for review in this case: : 


1. Was the petition timely filed so as to give the Court | 
jurisdiction to review the Civil Aeronautics Board order | 
which petitioner seeks to set aside? | 


2. Were the Board’s basic findings adequate to support. 
its ultimate statutory conclusion that the proposed airline | 
acquisition and merger would not be consistent with the : 
public interest? : 


3. Were the Board’s subsidiary findings adequate to : 
support its basic findings of fact? | 


4. Were the Board’s findings of fact supported by sub- | 
stantial evidence? 


Contrary to petitioner’s statement, Appendix C€ to peti- | 
tioner’s brief does not represent an agreed statement of | 
issues but only petitioner’s views as to what are the issues. | 
The agreed statement of issues is correctly set forth as | 
Part I of the Prehearing Conference Stipulation. | 
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BRIEF FOR INTERVENOR LAKE CENTRAL 
AIRLINES EMPLOYEE STOCKHOLDER GROUP 


On Petition for Judicial Review of Orders of the 
Civil Aeronautics Board 


COUNTER-STATEMENT OF THE CASE | 

In the opinion of the intervenor, Lake Central Airlines: 
Employee Stockholder Group (hereinafter referred to as 
‘‘Hmployee Group’’), petitioner’s statement of the case’ 
contains many inaccuracies which require correction and 
omits numerous relevant facts which should be made known 


to the Court. 
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Employee Group has read the counter-statement of the 
case presented in the brief of the intervenor Lake Central 
Airlines, Inc. filed today in the Court and concurs in and 
adopts said counter-statement with only minor additions, 
as follows: 


(1) The map which appears in petitioner’s brief preced- 
ing its ‘‘ Jurisdictional Statement”’ is in error in that it 
fails to show that the Lake Central Airlines system includes 
a segment extending from Cincinnati, Ohio to Columbus, 
Ohio via Portsmouth, Ohio. 

The map is also now incomplete, through no fault of peti- 
tioner, in that it does not show the extensive additions to 
petitioner’s system which have been announced by re- 
spondent since the filing of petitioner’s brief, in the so- 
called Seven States Area Investigation, Docket No. 7454, 
et al. The Board’s press release No. CAB 58-33, dated 
May 19, 1958, announced that petitioner would receive the 
following route extensions: 


(a) Minot - Bismarck - Aberdeen - Huron - Mitchell - Sioux 
Falls, on a permanent basis. 

(b) Grand Forks-Devils Lake-Minot, on a temporary basis, 

(c) Rapid City-Spearfish-Pierre-Mobridge-Aberdeen-Wa- 
tertown-Minneapolis/St. Paul, on a temporary basis. 

(d) Sioux Falls-Worthington-Fairmont-Mankato-Minne- 
apolis/St. Paul, on a permanent basis. 

(e) Sioux Falls-Mitchell-Huron-Watertown-Minneapolis/ 
St. Paul, on a permanent basis. 

(f) Grand Forks - Fargo - Watertown - Brookings - Sioux 
Falls, on a temporary basis. Petitioner’s authority 
to operate between Sioux Falls and Omaha via Yank- 


ton, Sioux City and Norfolk—shown on petitioner’s 
map, was not renewed. 


(¢g) Madison-Rockford-Chicago, on a temporary basis. 








Vo 


oe 
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(h) Minneapolis/St. Paul-Kau Claire Marcela Appe 
ton-Milwaukee, on a permanent basis. 


(1) Ashland, Wisconsin was added as an intermediate 
point between Ironwood and Duluth, on a tempera 
basis. : 

In addition the Board announced that it was suspending the 
authority of various trunklines to serve Minot, Aberdeen, 
Huron, Spearfish, Watertown, Brookings, Mankato and 
Rochester (Minnesota)—all points to which petitioner will 
be certificated. 


Respondent in its decision on the acquisition contol 
of petitioner commented (footnote 9, Tr. 4276) on the fact 
that ‘‘North Central has pending applications requesting 
extensions of its system which, if granted, would make the 
combined North Central-Lake Central route mileage some 
12,659 miles with service to some 242 cities.’”? Respondent 
referred also, in footnote 10, Tr. 4277, to petitioner’s ap- 
plications pending in the Seven States Area Investigation 
in connection with its earlier observation (Tr. 4277) that. 


‘North Central and Lake Central are each of sizable 
proportions as separate local service carriers with 
room for improvement and development of service on 
their existing systems as well as opportunities for any. 
expansion and realignment of their routes found needed 
in current area proceedings.”’ | 

(2) The Employee Group came into existence and began 
negotiations with the Weesners because of fear of dis- 
memberment of Lake Central Airlines at a time when peti- 
tioner was virtually bankrupt. (See findings of the exam- 
iner at Tr. 4287 and corroborating testimony of petitioner’s' 
president (Tr. 896-897). Petitioner’s claim (Pet. Br. 4-5) 





1‘‘Mr, Grisard: What was [North Central’s] financial condition in March, 
1954? 

‘*Mr. Carr: The company had virtually no money in the bank. It had 
five-hundred some thousand dollars in past due accounts payable. It had! 
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that the Employee Group waited until the value of Lake 
Central’s stock had ‘‘substantially appreciated’’ and ‘‘ Hav- 
ing watched the cat jump, Hartman and Clifford then em- 
barked on a course of action to oust North Central from 
the benefits of its contract and to secure illicitly the benefits 
for themselves’’ is wholly without record support. The 
fact is that neither Mr. Hartman nor Mr. Clifford owns 
voting trust certificates representing as much as four per- 
cent of the outstanding common capital stock of Lake Cen- 
tral. (Tr. 2657 and 2659) 


(3) Petitioner entered into the contract which is the 
subject of its application before respondent on October 17, 
1952, several months after the issuance of the Examiner’s 
report containing the findings regarding John Weesner 
which petitioner views with disapproval at pages 2 and 3 of 
its brief. Despite its knowledge of the Examiner’s findings, 
petitioner agreed to the following provision in said con- 
tract: 


‘‘13. Promptly after Sellers [the Weesner interests] 
transfer to Buyer [petitioner] the shares of stock as 
herein contracted, Buyer will cause Lake Central Air- 
lines, Ine. to employ J{ohn] V. Weesner for a period 
of twelve consecutive months at a salary of $625.00 per 
month as a consultant to coordinate and integrate the 
activities of Buyer and Lake Central Airlines, Inc., 
and to perform other special functions.’’ (Tr. 2628) 


$80,000 borrowed from a local bank on a thirty day note with no way to 
pay it back. It had a $90,000 payroll coming up in two weeks with no way 
to meet that, and a letter from the Civil Aeronautics Board saying there 
would be no further emergency mail rate increase. . 

‘*Mr. Grisard: I am speaking of 1954 and your financial condition. Is it 
not true that you were virtually bankrupt in March 1954? 

‘*Mr. Carr: I have so testified. That’s right. 

‘*Mr. Grisard: You had nothing such as a merger or acquisition agree- 
ment hanging over North Central’s head any time prior to or since 1954, is 
that correct? 

‘“*Mr. Carr: Not that I know of. The only thing hanging over our head 
was complete bankruptcy.”’ 
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(4) All classes of Lake Central employees—not merely 
. those who later subscribed to stock—received salary raises 
in 1954 under a general reexamination of salary schedules 
in the light of industry wage levels. (Tr. 1951) Stock 
subscriptions from the employees were completed by No- 
vember 22, 1954. (Tr. 1948) Lake Central’s officers re- 
ceived their first raise in three years in December 1954 by’ 
formal action of Lake Central’s board of directors. This 
was prior to the time when the Employee Group received. 
authority from the Civil Aeronautics Board (Order No. 
H-8931, adopted February 3, 1955) to purchase the voting 
trust certificates they now hold. The Civil Aeronautics: 
- _ Board did not enter its order (E-9405) approving the ad- 
- dition, for the first time, of members of the Employee Group, 
to the airline’s board of directors until July 18, 1955. The’ 
assertion, at page 33 of petitioner’s brief that ‘‘ Hartman: 
and Clifford caused the salaries of the employees of Lake. 
Central to be increased to the extent necessary to pay, 
within approximately one year, for the voting trust cer-, 
tificates.’’ is therefore not only without basis but is an 
irresponsible charge. 





(5) Only a few months prior to the hearing in this pro- 
ceeding (held in December 1955) petitioner’s president 
offered Mr. Gwin Hicks, President of Lake Central, a posi- 
tion with North Central at a salary higher than he was then | 
” receiving from Lake Central, with a stock option and stock | 
bonus, which Mr. Hicks declined. (Tr. 2328) This high | 
regard for Mr. Hicks’ talents is at strange variance with | 
the charge now made in petitioner’s brief (page 34) as to. 
+ the ‘‘highly reprehensible character’? of Lake Central’s | 
management. The brief of the intervenor Lake Central | 
Airlines, Inc., establishes that the allegation as to Mr. Hicks 
- made in this connection is spurious. 


(6) Petitioner’s brief (page 50) raises the rioaetbiity | 
‘ that respondent, when discussing the route strengthening | 
of Lake Central which was possible in pending area cases | 
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‘‘may with this finding be prejudging a route certification 
case. This is an improper reason for refusal to approve 
the acquisition.’’ In an earlier portion of its brief (page 
17, footnote 5), petitioner appears to have absolved re- 
spondent of this charge. The two statements are inconsist- 
ent; a careful reading of respondent’s decision (Tr. 4278) 
establishes conclusively that petitioner’s speculations at 
page 50 of its brief are without foundation. 


STATUTES AND REGULATIONS INVOLVED 


Employee Group concurs in the statement of statutes 
and regulations involved as set forth in the brief of the 
intervenor Lake Central Airlines, Ine. 


SUMMARY OF ARGUMENT 


Employee Group concurs in and adopts as its own the 
Summary of Argument contained in the brief of the in- 
tervenor Lake Central Airlines, Inc., being filed this day 
with the Court. No attempt will be made here, in the in- 
terest of conserving the time of the Court, to repeat or 
paraphrase such summary. 


ARGUMENT 
Employee Group is in complete agreement with the points 
and argument made in the brief of the intervenor Lake 
Central Airlines, Inc., filed this day with the Court. 


Said brief has as its first topic the argument that the 
Court lacks jurisdiction because the petition to review the 
Civil Aeronautics Board order was not timely filed. Em- 
ployee Group is in full agreement with this contention. 
Petitioner has not sought leave of the Court to file its 
petition for review more than 60 days after the issuance of 
the final Board order which petitioner requests the Court 
to reverse, nor can petitioner assert the existence of 
grounds which constitute good cause for its late filing. 
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Under Part II of the Argument in the brief filed today 
by the intervenor Lake Central Airlines, Inc., considera- | 
tion is given to petitioner’s contention (Pet. Br. 28) that’ 
the Board did not consider its claim of a superior manage- | 
ment. While this contention is contradicted by the Board’s | 
findings in footnote 14 of its opinion (Tr. 4281), it should be | 
noted that the Board acted with considerable restraint when | 
it made the finding cited above. For the Board had: 
before it not only the record of illegal trading in: 
petitioner’s securities by petitioner’s board chairman and | 
four of its directors during a mail rate conference period in ' 
violation of a long-standing Board regulation, including | 
the fact that this was the second such violation by peti- | 
tioner’s board chairman, but also the well-documented | 
charge by the Board’s Bureau Counsel, in both his | 
brief and oral argument to the Board, that petitioner | 
bargained with the former owners of Lake Central on | 
the basis of advance information as to what new route | 
mileage would be added to the Lake Central system; that | 
petitioner came before the Board with unclean hands; and | 
that, for this reason alone, it would be against public policy | 
to approve the acquisition agreement. (Tr. 3896-3901, | 
4172-4175) In view of this evidence of record, petitioner’s | 
complaint that respondent did not uphold petitioner’s | 
claim to superior management must be considered as | 
frivolous. : 


Employee Group concurs in and supports the arguments | 
contained in Parts III and IV of the brief filed by the | 
intervenor Lake Central Airlines, Inc., with the Court | 


today. 


f 
| 


' 
| 





8 


CONCLUSION 
The Court should dismiss the petition for review as 
untimely filed. 


If the Court entertains the petition for review, it should 
affirm the Board’s order. 


Respectfully submitted, 


Apert FE, GRisakp 
412 Metropolitan Bank Building 
Washington 5, D. C. 
Attorney for Lake Central 
Airlines Employee 
Stockholder Group 


101 4-5- 20 








